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PREFACE 


In view of the great number of volumes daily pouring from 
the printing presses of this country, I think it is only fair, here 
and now, to tell the prospective reader something about the purpose 
of this book and how it came to be written. 

This book is an attempt to present a picture — more or less com- 
plete — of budgetary practice, as it exists today, in the national, 
state and local governments of the United States. In writing it, 
I have tried to view the budget in its broadest aspects, that is, as 
related to our form of government and to the legislative and ad- 
ministrative problems arising thereunder. Accordingly, I have 
found it necessary to consider briefly the historical, legal, social, 
and economic phases of the budget. At times I have also dealt with 
the theory of the subject. Hence this book is something of a 
general treatise on the budgetary experience of the United States — 
an experience, however, which is comparatively short, since it covers 
only the past twenty-five years. But I must emphasize the fact that 
it has been far from my purpose merely to tell the story of budgetary 
development in this country. Although such a story would perhaps 
be interesting to students of public finance and to general readers, 
it would lack practical value. I have therefore endeavored to make 
this volume something of a manual for the administrator and the 
technician who are actually engaged in the preparation and execu- 
tion of the budget. Moreover, I have not been satisfied merely 
with summarizing existing budgetary practices; I have aimed to 
evaluate them and to point to the trend of development which I 
think such practices should take in the near future. Throughout I 
have drawn upon European budgetary experience, especially that 
of England, whenever I thought it would be illuminating to us. As, 
to the success with which I have combined the essential features of 
a general treatise and a handbook on budgeting, the reader must 
be the judge. 

That I should have written, at this time, a book which attempts 
to present in a comprehensive manner the budgetary experience of 
the United States is no doubt largely the result of my connection 
with the New York Bureau of Municipal Research, where I have 
been a member of the staff for several years. The Bureau has the 
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distinction not only of being the first organization of its kind estab- 
lished in this country, but also of being the first agency to work 
out and apply budgetary methods to our governmental units. To 
perfect these methods and to promote their wide adoption has been 
one of the major aims of the Bureau during a period of more than 
twenty years. After such rich experience, it was incumbent upon 
the Bureau to produce a book of this type; so the task fell upon 
me. In executing it, I can claim no originality; as a matter of 
fact, my contribution to public budgeting has been small. Like all 
workers in this field, I have built largely upon the foundations 
laid by certain forerunners — especially by Dr. Frederick A. Cleve- 
land, a former director of the New York Bureau of Municipal 
Research, who may be called ''the pioneer'' in American budgetary 
development. 

In bringing together the raw materials which have gone into 
this book, I have been aided by many people. Public officials in 
all parts of the United States, too numerous even to mention, have 
responded heartily to my requests for information when made either 
in person or by letter. Besides, I am greatly indebted to several 
persons who have directly aided me in perfecting various parts of 
the manuscript. I have been lucky in having it read by Mr. Louis 
Brownlow, who has made many valuable suggestions drawn from 
his long and successful experience as a public administrator. I 
have also been fortunate in having the advice and counsel of Dr. 
Charles A. Beard, who has not only discussed with me many of 
the important problems of budgeting, but who has also generously 
taken the time, for which I am deeply grateful, to read the manu- 
script carefully before it was sent to the publishers. Throughout 
the various stages in the preparation of the manuscript — from the 
collection of the materials to the typing of the finished copy — ^the 
staff of the National Institute of Public Administration has un- 
stintingly aided me. My thanks and appreciation are especially due 
to my associates, William Watson and Philip H. Cornick. Mr. 
Watson has read and helpfully criticised the chapter on classifica- 
tion. Mr. Cornick has read the entire manuscript while it was in 
the making; he has discussed the different parts of it with me and 
has offered many pertinent criticisms and useful suggestions both 
as to style and contents. 

' / A. E.\Bvck. 

261 Broadway, New York City 
May, 1929 
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CHAPTER I 

THE SIGNIFICANCE OF PUBLIC BUDGETING 

Public budgeting is the process by which the financial policy 
of a government, including its monetary requirements, is formu- 
lated, adopted, and carried into effect. This process is by no means 
a simple affair. It involves all the departments and agencies of 
the government through which moneys are raised or expended ; it 
touches all the economic resources of the community or of the 
country which are taxed for the support of that government. From 
an operating standpoint, public budgeting requires technical ability 
on the part of administrative officers, executive skill in determining 
the needs of governmental agencies together with a thorough grasp 
of the problems of taxation, cooperation between the executive and 
the legislative body in planning, and systematic organization of 
governmental machinery aided by modern financial methods. When 
properly instituted and administered, the budget is the most effective 
means yet devised for the establishment of control over the public 
purse. Viewed in this light, it becomes a powerful factor in the 
maintenance of modern government; indeed^ its influence extends 
to the very roots of organized society. 

The Essential Features of Public Budgeting. — There are 
two essential features to the process of public budgeting: (i) a 
comprehensive financial plan, and (2) a procedure for devising, 
authorizing, and executing this plan. These combined features 
constitute the budget system. 

The financial plan is, strictly speaking, the budget. It sets forth 
the complete monetary requirements of a government for a definite 
period in advance and, in so doing, balances the expenditure needs 
with the anticipated income.^ 

^ F. A. Cleveland has defined the budget as “a plan for financing an enter- 
prise or government during a definite period, which is prepared and submitted 
by a responsible executive to a representative body (or other duly constituted 
agent) whose approval and authorization are necessary before the plan may 
be executed.” (“Public Budgets,” Annals, American Academy of Political and 
Social Science, November, 1915, p. 15.) This definition reali}^ outlines the 
whole process of public budgeting. 
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4 PUBLIC BUDGETING 

Budgetary procedure involves the bringing together of estimates 
covering the multifarious needs of a government, the checking of 
these estimates against recorded expenditure data, the calculation of 
the government’s income in the light of past experience, the prep- 
aration of the budget and supporting measures by the responsible 
executive or other agency of the government, the adoption of the 
budget and the enactment of bills designed to carry it into opera- 
tion by the legislative body, and, finally, the execution of the budget 
by the executive or the administrative officers in accordance with 
the authorizations of the legislative body. Briefly, these are the 
main steps in budgetary procedure. Such procedure is really cyclic 
in nature, going through all its phases once in the course of each 
fiscal period. 

It is for the reason just stated that budgeting has been regarded 
as being purely an annual or biennial affair. But this is not the 
case. Budgeting for the going concern of government is a con- 
tinuous process: one budget is being prepared while another is 
being executed. In this way, the budget system helps to maintain 
continuity of policy in spite of the frequent changes in official 
personnel which occur under our form of government. 

Fiscal and Legal Characteristics of the Budget. — ^While it is 
possible to define the budget in a single sentence, as we have done 
above, such a definition needs amplification if it is to be clearly 
grasped. Perhaps this can best be done by pointing out what the 
budget is and what it is not. 

In the first place, the budget is a plan — a plan of action for a 
government looking toward the future. As Gaston Jeze, the noted 
French writer on the subject, very well says: the budget is not to 
be confused with a balance sheet, a statistical summary, or a finan- 
cial statement.^ A balance sheet merely sets forth the financial 
condition of the government as it exists on a certain day. A statis- 
tical summary shows what has happened in the finances of the 
government over a period of years. A financial report is a state- 
ment of expenditures and receipts during a period, a recapitula- 
tion of financial experience. All this information is valuable and 
may be used in the preparation of the budget, but this does not 
change the general character of the budget. It is essentially a plan 
for the future. Furthermore, this plan should be comprehensive; 
that is, it should include all the financial requirements of the govern- 

^ See Gaston Jeze, Theorie Generale du Budget ^ 1922, pp: 7-8. 
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ment to which it relates, showing the total estimated outgo balanced 
against the total anticipated income for the future period. 

In the second place, the budget is not merely a preliminary pro- 
posal; it is, as we have just indicated, a plan of action. One 
American writer on public budgeting has said that the budget is 
‘‘the administrative experience of the last or current fiscal period 
systematized and organized for presentation to the legislature, to- 
gether with recommendations as to expenditures and revenue for 
the forthcoming fiscal period.” ^ According to this definition, the 
budget is largely a financial report with proposals for the future 
period attached. As we have already stated, the budget is more 
than a financial report; likewise, it is more than a set of proposals 
for the future period. The preparation of proposals by a responsi- 
ble governmental authority, assuming that these proposals represent 
a financial plan and not a random list of recommendations, is only 
the first of a number of stages through which the budget passes 
before it is finally realized. To begin with, the financial plan is 
formulated by the executive, or other governmental agency, and 
transmitted to the legislative body. The plan may be modified by 
the legislative body in the course of consideration, after which it is 
adopted by the passage of appropriation bills and revenue measures. 
Then the plan is said to be authorized, and the executive or the 
administration takes it up for execution. During its execution, 
the plan may again be subject to certain modifications as the fore- 
casts for the fiscal period become actualities. In all these stages 
the financial plan, either proposed, or authorized, or being executed, 
may be regarded as the budget. It is the budget in the course of 
formulation, or authorization, or execution, but none the less the 
budget. 

Finally, the budget is without any legal status in the United 
States. In other words, the financial plan contained in the budget 
is never enacted into law as such. At first blush, this may sound 
ridiculous, but let us explain. When the budget is submitted to 
the legislative body, it may carry with it an appropriation bill or 
bills, also revenue bills, which that body is required to act upon. 
If the budget does not carry such bills, then the legislative body 
prepares them through one of its committees. These bills, not the 
financial plan contained in the budget, are then enacted into law 
by the legislative body. Hence, the expenditure side of the budget 
may be found in one or several appropriation acts. These acts 
may be either annual or permanent; in the case of the national 
^ E. A. Fitzpatrick, m a Democracy, ii. 
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government, for example, many of the appropriations are au- 
thorized by permanent acts. Likewise, the income side of the 
budget may be found in several tax or revenue acts. These acts 
are usually permanent, especially in the national and state govern- 
ments ; only in the local governments are they, to any great extent, 
annual. This means, in many cases, that, for part of the expendi- 
tures and nearly all of the revenues, the budget, as proposed, is 
based on authorizations already made by the legislative body. In 
such cases, the budget, as adopted, is essentially an administrative 
plan, since the legislative body has taken very little legal action 
in connection with it, previous appropriation and revenue acts stand- 
ing unchanged. The reason, therefore, for referring to the budget, 
when proposed to the legislative body, as a document of informa- 
tion becomes quite apparent once we understand the legal significance 
which attaches to it in this country. But this does not in any wise 
lessen the great importance of the budget as a document; it is, 
indeed, an indispensable instrument in the budget system. 

Political and Economic Aspects of the Budget. — As we have 
indicated above, the budget is a powerful instrument in establishing 
popular control over the public purse. This is apparent from the 
history of budgetary development in England. After a long struggle, 
lasting for several centuries, the representatives of the people in 
Parliament gained a dominant position in the control of the govern- 
ment. In the course of this struggle the budget was evolved as a 
means of furthering this control. It is now universally recognized 
as the most important proposal that comes before Parliament 
during the year. The responsibility for formulating and propos- 
ing the British budget rests upon the executive, composed of the 
cabinet, which stands or falls upon its budgetary proposals. Days 
and even weeks are consumed in considering and discussing the 
budget in the House of Commons. Newspapers throughout the 
British Isles comment upon the action which Parliament takes on 
each major division of the budget. If, in the end, the executive 
is not sustained in its proposals, the cabinet may resign and carry 
the matter to popular vote. This permits the people to participate 
directly in determining the financial policy and requirements of their 
government. 

Because of the structural differences in our system of government, 
we have not been able to move along exactly the same lines as the 
English in our budgetary development. Nevertheless, it has been 
possible for us to augment officinal responsibility and popular control 
through the application of the budget system. Mew types of orgam- 
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zation and more businesslike methods have already come into being, 
particularly in our state and local governments. Administration is 
rapidly changing in response to the demands for effective financial 
planning and control. A new type of public official has recently 
appeared; one that does not rely on back-slapping, hand-shaking, 
and back-stairs negotiations as being the royal road to power and 
prominence, but upon a broad knowledge of administration, espe- 
cially public finance and budgeting. The budget system is also 
bringing our legislative procedure into bold relief, the result being 
that in many governmental jurisdictions this procedure has been 
greatly improved. No longer are the old ''dark room,’' '^gag rule,” 
and “pork barrel” methods regarded as being proper in the handling 
of legislative business. The people now have a better opportunity, 
through the newspapers and otherwise, to know what their govern- 
ment is doing, and are therefore able to express their wishes through 
the ballot to a better advantage. Of course, all this recent improve- 
ment in the machinery and methods of government cannot be directly 
credited to the budget, but it can, at least, be said that budgeting 
has been a potent factor in bringing about these changes. And the 
future promises still more improvement in these directions. 

Turning to the economic aspects of the budget, it is evident that 
the cost alone of carrying on the divers operations of our various 
governments places them in a class with the gigantic private corpo- 
rations and businesses of this country. Hundreds of thousands 
of persons (we do not know the exact number; probably it is in 
the neighborhood of 3,000,000) are employed by the governmental 
units of the United States in carrying on the various public func- 
tions. Perhaps the total payroll for public employees — ^national, 
state and local — exceeds $4,000,000,000 a year. Thousands of dif- 
ferent kinds of supplies and materials costing millions of dollars 
are purchased annually for use in governmental work. Aside from 
these services and commodities, there are sundry other things for 
which the various governments spend money each year. In fact, 
the total expenditure of all governments — national, state and local 
— within the United States for the year 1926 has been estimated 
at $11,627,000,000, or a per capita of more than $99. That the 
annual financing of this enormous expenditure raises economic prob- 
lems of the first order cannot be denied. It touches and affects all 
business, industry and commerce within the country in one way or 
another. On this point, John W. Hills, the skillful writer on Eng- 
lish finance, says : 
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The state does not earn money but takes it. It should not take more than 
it needs, for its income is a burden upon its subjects. The justification and 
the measure of this burden must be the value of the services provided. A 
state is not prosperous when its income is great, but when its expenditure is 
wise and efficient, and when the benefits from that expenditure outweigh the 
load imposed by its income. Taxable capacity must only come in to fix the 
outside limit If we proceed otherwise, we approach national finance from 
the wrong end. Incidentally we run the danger of thinking that the more 
the state can raise the more prosperous it is. And when we have reached that 
point, we are putting out upon a sea to which there is no shore.^ 

Practical Advantages of Budgeting in Government. — -It re- 
mains, as a final part of this chapter, to point out some of the 
practical advantages which result from the application of public 
budgeting. The recipients of these advantages in any government 
are mainly three : ( i) the government’s executive and administrative 
officers, (2) its legislative body, and (3) its citizens and taxpayers. 
We shall now indicate briefly just what the advantages are with 
respect to each group. 

Budgeting is a great help to public administrators because it sub- 
stitutes planning for chance in operating the departments and agen- 
cies of the government. Under budgetary procedure the administra- 
tor must make a forecast of his expenditure needs ; he must think 
of the activities which he is going to carry on in terms of their 
cost ; he must formulate a plan of work and follow it, making only 
such changes during the year as are necessary to meet new and unex- 
pected conditions. The formulation of the budget requires the chief 
executive, or other responsible agency (assuming there can be such 
an agency other than the chief executive) , to view the needs of the 
departments and agencies of the government as related to each 
other and to the whole organization, and then to regard the total 
expenditures for all purposes from the standpoint of the means 
available to meet them, the determining factor being the balancing 
of proposed expenditures with anticipated income. This effort to 
produce a complete picture of the financial requirements of the 
government is valuable not only from the standpoint of the chief 
executive but also from that of each departmental head, since the 
budget relates departmental needs and tends to prevent one depart- 
ment from getting funds at the expense of other departments. Under 
the budget system the work of the government is regarded as an 
integrated whole and not as so many separate activities, thus making 
possible businesslike management by the executive. 

Without a budget the members of the legislative body have no 

^ John Waller Hills, The Finance of Government, 1925, p. 5. 
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real basis for intelligent action on the fiscal policy of the govern- 
ment. It is through the budget that expert advice on financial re- 
quirements is presented by the executive to the legislative body. 
The members of this body generally know very little about these 
requirements as a result of actual contacts with the administrative 
departments and agencies; only the officials who direct the depart- 
ments and agencies can know fully the needs of their work. A fur- 
ther difficulty from the standpoint of legislative members arises 
because of the fact that the work of the government is, for the most 
part, highly technical and quite complex. For this reason, if for 
no other, it is very desirable, in fact, necessary, to have a plan 
formulated by the executive, setting forth the administration's needs 
and supplying the facts to support its requests. Furthermore, such 
a plan requires the legislators to think about the various activities 
of the government as parts of a greater whole; it helps them to 
comprehend the ramifications of governmental work and to compare 
the revenues and other resources of the government with its expendi- 
ture needs. Thus the budget system is of great practical value to 
members of the legislative body in determining the fiscal policy of 
the government. 

Finally, the budget is a powerful aid to citizens and taxpayers. It 
enables them to know how much money is being raised for the sup- 
port of the government and the purposes for which every dollar of 
it is to be expended. When properly prepared and thoroughly dis- 
cussed before the legislative body, it is a most valuable source of 
public information. The press is aware of this fact and rarely fails 
to give space to the news growing out of the discussion of the budget. 
The upshot of this is that citizens generally are beginning to show 
considerable interest in the financial condition and operations of 
their government. This augurs well for the future success of the 
budget system in this country. 



CHAPTER II 

DEVELOPMENT OF THE BUDGET SYSTEM 


A GENERATION ago the budget system was seldom if ever discussed 
in the United States outside of academic circles. Political leaders 
were not interested in it; public officials generally knew little or 
nothing about it. Citizens were almost entirely ignorant of its pos- 
sibilities as a device for the control of the public purse. Even the 
leading editors of the country had not caught the significance of 
the budget ; in fact, they seemed to regard the financial affairs of the 
government as having little news value. When a New York City 
editor was asked in those days to make his newspaper the medium 
for telling the people about the city’s finances, he replied : ‘Tt can’t 
be done. We don’t make news; we print news. . . . Most of the 
people never heard of a budget ; and the rest of them don’t care 
to. hear about fiscal management or budget methods.” If the finan- 
cial practices tolerated in that period are to be taken as an indication 
of popular interest, the editor was undoubtedly right. 

Practices that Preceded Budgetary Methods. — It seems fit- 
ting therefore to begin a consideration of budgetary reform with 
a review of the financial practices that prevailed in our national, 
state and local governments at the turn of the century. Our national 
government was then the only great nation without a budget system. 
Congress raised and voted in a more or less haphazard manner the 
many millions of dollars required annually to operate the federal 
government. There was no financial planning covering all outlays 
and revenues, no attempt to make a balanced program of expendi- 
tures and income previous to congressional action. The Secretary 
of the Treasury, it is true, was required to compile the departmental 
requests for appropriations in a '‘Book of Estimates,” which he 
presented to Congress, but this compilation served merely as a start- 
ing point for the congressional committees dealing with appropria- 
tions. Besides being inflated, it did not present a complete financial 
plan and it did not bind the spending agencies to any definite com- 
mitments. The heads of these agencies often submitted modified 
estimates at a later date and lobbied with the committees until they 
were approved. In Congress there were more than a dozen com- 
mittees, working independently of one another and reporting separate 
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appropriation bills to be passed at irregular intervals. Each com- 
mittee usually made its own scheme for expenditures according to 
its pleasure with little, if any, regard for the action of other com- 
mittees or the total outgo proposed for all purposes. Representatives 
of public and private interests besieged the committees for larger 
appropriations. Members of Congress were also active in behalf 
of their constituencies. They insisted on adding names to the federal 
pension roll ; they demanded appropriations for post office buildings, 
river and harbor improvements, army posts, soldiers’ homes, fish 
hatcheries, and many other undertakings conceived in the interest 
of their several localities. With such frankness were these schemes 
pushed that appropriations for local purposes came to be known as 
'"pork,” and the bills containing them were openly called ‘‘pork 
barrel” legislation. If a design of this kind failed in committee, it 
could usually be driven through Congress by the logrolling pro- 
cedure. Only after Congress had acted could the authority of the 
President be brought to bear on the expenditure program of the 
government in the form of a veto — which did not extend to items. 
But this was at best a merely negative action, frequently drastic and 
often futile. 

State governments in those days were even more fortuitous in the 
management of their finances than was the national government. 
In some states the legislative body did not vote appropriations for 
all necessary purposes at each regular session, but permitted the 
making of expenditures on blanket authorizations often many years 
old. Even where the appropriations were regularly enacted, they 
were seldom preceded by a general review of the state’s expenditure 
needs or income requirements. Instead of being gathered and con- 
solidated for submission to the legislature, requests for appropria- 
tions came in from the spending agencies at any and all times dur- 
ing the legislative session. Generally they were referred to various 
committees, no single committee in either house having control of 
all the bills carrying charges on the state treasury. Under this 
system of committee management, appropriation bills were taken 
up one after another and passed without reference to the final totals ; 
bills for purely local purposes were voted by the logrolling procedure, 
and not until the legislature had adjourned could a summary be 
made. The situation in California as late as 1909, which may be 
taken as fairly typical, is thus graphically described by Governor 
Young in a speech before the Commonwealth Club of San Francisco 
on December 14, 1926 : 
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When I first entered the legislature in 1909? there was little short of chaos 
as far as any orderly provisions for state expenditures were concerned. 
There had been no audit of the state finances for over twenty years. Ihe 
finance committees of the two houses were scenes of a blind scramble on 
the part of the various institutions and departments of the state in an 
endeavor to secure as large a portion as possible of whatever money might 
happen to be in the treasury. Heads of institutions encamped night after 
night in the committee rooms, each alert for his own interest regardless of 
the interests of other institutions. Logrolling and trading of votes on 
appropriation bills was the common practice among members of the legis- 
lature. 

That was not all. In nearly every state the governor enjoyed 
the veto power, and it was impossible to know just how much money 
had been appropriated until he had passed upon all bills calling for 
expenditures. Only when he had finished was it possible to dis- 
cover whether the anticipated income of the state was sufficient to 
meet the total appropriations. While the governor might cut the 
appropriations as he saw fit at the end of the legislative session, it 
was not deemed proper for him to initiate a plan of expenditures at 
the beginning of the session or to defend it during the consideration 
of the bills. 

Conditions were not any better in the local governments at the 
close of the nineteenth century. Some of the largest cities had not 
yet recovered from the havoc wrought by political rings in earlier 
years by stealing and squandering vast sums of public money. Al- 
though the wholesale methods employed by such grafters as Tweed 
had been checked, waste and extravagance were practically uncurbed. 
While a few of the city governments were experimenting with im- 
proved financial methods, local governments in general made prac- 
tically no use of systematic procedure in handling their fiscal work. 
Local taxpayers were without reliable and informative figures on 
governmental costs; increasing tax rates were explained, if at all, 
by resort to political subterfuges. There was no comprehensive 
financial planning. One could not tell in advance how much money 
would be spent during the fiscal year or whether the year would 
close with a surplus or a deficit. Since the amount of the annual 
expenditures was usually dictated by political expediency, the avail- 
able revenues of the government frequently did not cover the out- 
lays; and in such cases the local authorities often borro'wed money 
by issuing long term bonds to pay current bills, thus mortgaging 
future resources to meet operating expenses. 

Growth of the Movement for Budgeting.— The conditions 
which we have just sketched set a few individuals to thinking about 
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American financial procedure. They had not gone far when they 
found in existing practices compelling evidence of the need for a 
budget system. In their search for a way out of this chaos, they 
began to inquire into the methods used in other countries and to 
compare these favorably with our own disorderly practices.^ They 
pointed out the advantages of budgetary planning and control in 
the European countries, particularly England. They explained the 
essentials of a budget system, and they discussed budgetary pro- 
cedure as applied to our form of government. Although their 
treatment of the subject was often theoretical, it had after all 
a practical appeal. Before very long other individuals, among them 
business men interested in public affairs, began talking about the 
budget system. Almost immediately members of civic bodies com- 
menced to discuss it, for they saw in it a means of finding out some- 
thing about the work of their local governments and discovering why 
taxes for the support of those governments were constantly 
increasing. 

At this stage in the development of public interest bureaus of 
municipal research were organized to study the financial procedure, 
organization, and management of city governments. The oldest of 
these, the New York Bureau of Municipal Research, established in 
1906, immediately inaugurated a study of local budgetary needs. 
Among its first reports, it published in 1907 a study entitled ^'Mak- 
ing a Municipal Budget,’' dealing particularly with New York City’s 
expenditures for health administration. This report contained per- 
haps the first minute analysis of a concrete situation in American 
government designed to show in a convincing manner the necessity 
for adopting the budget system. At all events, the practical out- 
come of the efforts of the Bureau was the immediate application 
of systematic budgetary methods to New York City. While these 
methods were crude in the beginning, their very appearance marked 
a new era in ouy governmental affairs, and as a result New York 
City soon became a veritable laboratory in financial administration, 
affording experience for the education of the whole country in the 
significance of the budget and other modern fiscal methods.^ 

Perhaps the largest single contribution to the promotion of public 

^ See, for example, H. C. Adams, The Science of Finance, 1898, pp. 103-218. 

See Efficiency in City Government, American Academy of Political and Social 
Science, Philadelphia, 1912. But the lead which New York City had in budgeting 
and fiscal methods was not long maintained. By 1916, it began to lag behind 
other more progressive cities of the country. Since that time it has made little, 
if any, real progress in this line, due largely to the attitude of the city administra- 
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interest in the budget system and improved financial administration 
was made by President TafPs Commission on Economy and 
Efficiency. This notable Commission, composed of five experi- 
enced authorities, was organized in 1910 under the chairmanship 
of Frederick A. Cleveland of the New York Bureau of Municipal 
Research.^ For two years the Commission continued its labors, 
making searching studies into the organization, administration, and 
financial procedure of the national government. One of its most 
important inquiries resulted in a report on ‘'The Need for a National 
Budget/’ which President Taft sent to Congress with a message 
of approval on June 27, 1912. It is not too much to say that this 
document started a movement which culminated nine years later in 
the passage of the national budget and accounting act. However, 
Congress paid little attention to it at the time, and practically ignored 
“A Budget for the Fiscal Year 1914,” which President Taft had 
prepared and submitted to that body. 

Though neglected for the time being in Washington, the work of 
the Taft Commission had a far-reaching effect on the states. Almost 
immediately several of the legislatures established economy and 
efficiency commissions to conduct studies of their administrative 
organization and methods, and within a few years more than half 
of them had provided for such agencies of research. As a matter 
of course nearly all of these commissions recommended, among 
other things, the adoption of a state budget system and, in most 
cases, the suggestion was the first to receive serious attention. Con- 
siderable political capital, as one might expect, was made out of 
the budget system, for gubernatorial candidates and lesser lights, 
searching for campaign slogans, seized upon the budget idea as 
offering the best hope. Although they often knew little about the 
idea and gave an erroneous impression of it by advocating halfway 
measures which confused the public, they helped to turn financial 
statistics into news and to awaken interest in our appropriation 
methods. 

A decided impetus was given to the budget movement in state 
governments in 1912, when the budget became something of an issue 
in the political campaigns throughout the country. The following 
year six states enacted budgetary legislation. If a date must be 
fixed for the beginning of practical action in the states, it may well 
be 1913, although two years prior to that time California and 

^ The other members of this Commission were Frank J. Goodnow, W. F. Wil- 
loughby, Walter W. Warwick, and Merritt 0. Chance. For a short period, Har- 
vey S. Chase was also a member of the Commission. 
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Wisconsin had enacted laws containing some provisions for bud- 
getary procedure. Practically every year since 1913 budgetary 
legislation has been enacted or revised in one or more states, until 
at present all of them have a budget law of some sort — in many 
cases, of a makeshift character. Seven states — California, Louisi- 
ana, Maryland, Massachusetts, Nebraska, New York, and West 
Virginia — have attempted to make budgetary procedure somewhat 
permanent by writing provisions relative to it in their constitutions. 

Two-thirds of the states have made the governor, to a greater or 
lesser degree, responsible for preparing and submitting the budget 
to the legislature. Several states which formerly had a budget board 
or committee have lately vested its powers in the governor, a move- 
ment brought about very largely by recent administrative reorgani- 
zation, fixing greater responsibility on the governor. In many of 
the states which have not yet undertaken to refashion their adminis- 
trative machinery, the legal provisions making the governor respon- 
sible for the formulation and execution of the budget are largely 
without force, executive power in this regard being little more 
than nominal. 

During these years of development in state fiscal methods, city 
governments which, as we have seen, began to experiment with the 
budget system somewhat earlier, continued to apply and expand 
budgetary technique. In New York City, for example, the budgetary 
procedure for the entire city government was fairly well worked 
out by 1912. Meanwhile many commission-governed cities had 
established budgetary methods with varying degrees of success.^ 
With the spread of the strong mayor and the manager forms of city 
government the budget was extensively adopted as an integral part 
of municipal financing. Furthermore, the nation-wide campaign 
carried on to promote the manager form of government emphasized 
and popularized the value of budgetary methods as applied both to 
cities and to counties. 

To this propaganda may be partly ascribed the fact that many 
county governments have recently applied budgetary methods to 
their financial administration and that county budgeting is now 
required by general legislation in several states. Indeed, some states, 
notably Indiana, Iowa, and Ohio, have established general budgetary 
procedure for all the local governments— city, county, -and district — 
within their borders. Since such legislation is part of a plan for 
uniform state supervision of local finances, the idea will probably 
be greatly extended in the near future. 

^See Henry Bmhtty The New City Government, 1913, Chapter VII. 
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At length, all this state and municipal activity was crowned by 
the inauguration of a national budget system in 1921. After several 
unsuccessful attempts, which need not be recalled here, a federal 
budget and accounting act finally became law on June 10 of that 
year. It placed upon the President the responsibility for submitting 
to Congress each year a complete budget for the national govern- 
ment. It established a Bureau of the Budget, under a Director of 
the Budget, to serve as a staff agency in preparing the budget for the 
President. It further created a General Accounting Office under an 
independent officer, known as the Comptroller General To pro- 
mote more efficient legislative procedure for dealing with the budget, 
each house of Congress took steps leading to the consolidation of 
its various committees handling appropriations into a single commit- 
tee on appropriations. 

Obstacles in Applying Budgetary Methods, — ^To understand 
this tardy development of the budget system and the obstacles in 
the way of applying budgetary methods in the United States, one 
must start with a consideration of the basic notion behind our gov- 
ernmental structure and then trace the financial experience of the 
country during the past century. 

The notion of which we speak is none other than the idea of the 
separation of powers, which came into our law and practice soon 
after the establishment of national independence, partly as a result 
of political heritage and partly as an outcome of political theory. 
According to this idea, the powers of our national government were 
distributed among three distinct branches : executive, legislative, and 
judicial By this division of authority, there was set up a system 
of checks and balances which prevented the development of the type 
of government that functions through simple legislative majorities, 
such as has evolved in England. As a practical working scheme 
this arrangement of our national government has been rather severely 
criticised by some of our leading publicists. They maintain, in the 
words of Charles A. Beard, that "‘the functions of government are 
only twofold, the formulation and execution of public will — ^that is, 
legislative and executive — ^the judiciary being merely a branch of 
the law-enforcing power. In this view the separation of powers only 
creates friction in the government, divides responsibility, necessitates 
ironbound party machinery outside the government to overcome the 
unwieldiness of the system, and altogether works for confusion and 
obscurity instead of simplicity and efficiency.- Nevertheless, thi^^ 
idea of the separation of powers has been carried into our state and 
local governments. It has been followed in the structural arrange- 
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ment of all the state governments, and until the opening of the 
present century, it set the pattern for the organization of practically 
all city governments. Indeed, we may say that while many cities 
have reorganized their governments by fusing the legislative and 
the executive powers, our national and state governments are still 
based on the doctrine of the separation of powers and may be 
expected to continue indefinitely in their historic form. 

With respect to the financial experience under this tripartite 
scheme, we must note that American practice from the beginning 
of our government — national, state and local — to the end of the 
first decade of the twentieth century ran against rather than in favor 
of making the executive responsible for financial planning and m 
agement. When the national government was first established, it 
was evidently contemplated that a budget would be submitted to 
Congress each year by the Secretary of the Treasury, acting as the 
finance minister of the administration. An attempt in this direction 
was made by Alexander Hamilton under Washington's administra- 
tion, but it never fully materialized. Very soon thereafter jealousy 
between the legislative and the executive branches of the govern- 
ment became so intensified that Congress sought executive decentrali- 
zation in budgetary matters. In this situation the President did 
not insist upon the exercise of his evident constitutional right to 
prepare a budget as an administrative proposal, hence the budgetary 
powers passed to congressional committees. Thus budget making 
became an exclusively legislative function in the national government 
and as such it continued for more than a century. State legislatures 
throughout the country adopted practically the method followed by 
Congress. Although during the latter part of the nineteenth cen- 
tury there was a slight increase in the power of the governor in many 
states, he was at best little more than a figurehead with reference 
to financial planning ancT management; authority over the state 
administration was distributed among independent officers, boards, 
and commissions created by the state constitution or established by 
statute. These agencies usually applied directly to the legislature 
for support and were granted the funds which they needed to carry 
on their work. There was no planning, no coordination of work, 
no responsible direction from the standpoint of the state govern- 
ment as a whole. Even worse conditions were to be found in the 
. In*the majority of municipalities, the mayor 

had at best only nominal executive authority; the council appropri- 
ated the city funds and together with the independent administrative 
agencies ran the government. The county gove^^ were, if 
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anything, in a more serious plight. They were generally without 
any executive head, even a nominal one. Their financing was au- 
thorized in a haphazard manner from year to year through the 
perfunctory action of the county legislative body. 

We had, therefore, at the beginning of the present century, a well- 
defined type of governmental organization and certain established 
practices which had to be considered by those who wished to intro- 
duce the budget system in the United States. Although they recog- 
nized the difficulties involved in attaching a budgetary mechanism 
to our governmental machine, budget advocates naturally turned for 
guidance to English budgetary experience — ^an experience extending 
over more than two centuries. 

English Budget System not Applicable. — -This, in brief, is 
what they found on analyzing the operation of the English budget 
system. The executive, who is the directing head of the administi'a- 
tion, formulates the budget, presents it to the legislative body, and 
carries it into effect after that body has approved it and authorized 
the appropriations. In making the appropriations, the legislative 
body — ^that is, the House of Commons, for the House of Lords 
has practically no authority in such matters — adheres to the time- 
honored custom of not increasing the expenditure proposals of the 
executive. The main reason for this practice is found in the rela- 
tion of the executive to the legislative body. The executive is the 
Prime Minister and the members of his cabinet who usually have 
seats in Parliament and, as a group, form a kind of dominating com- 
mittee of the legislative body. As head of this committee, the Prime 
Minister is not only the chief executive of the government but also 
the responsible leader of the House of Commons. When he fails in 
this leadership his cabinet falls, and his office is transferred to an- 
other who undertakes the responsibility of forming a new cabinet 
to direct the affairs of the government. Since the budget is ordi- 
narily regarded as the most important proposal that comes before 
Parliament during the year, the skill with which it is formulated 
and presented is generally accepted as one of the prime tests of 
executive leadership. At all events, refusal by Parliament to accept 
the budget is tantamount to the failure of the cabinet, and this means 
that under the English system of government the budget has become 
a powerful instrument for enforcing executive responsibility. 

In its bare essentials the English budget system may be summed 
up as foHows: (i) the executive formulates the budget and presents 
it to the legislative body with an argument supporting at least its 
major proposals; ( 2 ) the legislative body critically exam^i^^ the 
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budget, passes upon its proposals, revising them within established 
limits, if necessary, votes the appropriations, and provides the income 
required for its execution; and (3) the governmental machinery 
and procedure are such as to make the executive and his administra- 
tive aids fully responsible to the people or their representatives for 
the proper execution of the budget. 

After examining the English budgetary procedure, American 
budget advocates saw immediately that it was not applicable in its 
entirety to the United States. It was possible, of course, to estab- 
lish here the first essential of the English system, although the 
practice of a century ran counter to it, but the second and third 
essentials could only be adopted in part because the very structure 
of the government as well as practice was against any such proposal. 
It was true that practice might readily be changed, but the separa- 
tion of powers had to be accepted as a controlling principle. Within 
these severe, not to say baffling limitations, budget advocates set 
to work to devise an American budgetary system. 

Attitude of American Legislative Bodies . — ^While it was gen- 
erally agreed that the executive should formulate the budget and 
submit it to the legislative body, this rule was not acceptable to all 
governmental units. In some state governments, the legislature was 
willing to permit the governor to frame a budget for its considera- 
tion; in others, it declined to confer on him any special powers in 
this relation. What was to be done in the latter states? Since 
nearly all agreed there were certain advantages in having consoli- 
dated budget proposals laid before the legislature, even though the 
governor was not responsible for them, it was suggested that a 
committee or board representing both the legislative body and the 
administration should prepare the budget. The governor might be 
made a member of this committee or board, but he was not to domi- 
nate it. In still other states, where the legislature was willing to 
give the governor the power to formulate the budget, administrative 
officers, who were independent of the governor, objected to such 
procedure. To meet this situation a board or commission was 
proposed consisting of the governor and certain administrative 
officials. This, in short, explains the origins of budget committees 
and boards in our state governments ; they arose from compromises 
due to existing administrative organization and to the force of 
official prerogatives. 

In the case of municipalities, the idea of making the executive 
responsible for the preparation of the budget was easier to put into 
practice, for changes were already being made in the structure of 
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many city governments throughout the country, introducing the 
strong mayor and the manager forms, both favorable to executive 
initiative in financial affairs. On the other hand, in the old type of 
city government, a board or committee, similar to those in the state 
governments, was usually assigned the task of preparing the budget 
for the council; wdiile commission-governed cities generally vested 
all budgetary powers in the commission, even though authority to 
compile the budget estimates was sometimes delegated to a member 
of the commission or to a subordinate administrative officer. 

In the matter of procedure, legislative bodies, particularly in cer- 
tain of the states, did not take very kindly to the proposal of the 
budget advocates to refashion their methods of handling the budget 
after it was presented. Naturally they preferred to continue the 
standing committee system under which most of the legislative work 
on the budget was done behind closed doors. They were reluctant 
to discuss the budget in open session, or to permit the executive 
and his administrative officers to appear on the floor for the purpose 
of explaining and defending budgetary proposals. While this pro- 
cedure was regarded in some quarters as belittling the dignity and 
authority of the legislature, in others it was attacked for more prac- 
tical reasons. The strongest opposition, however, developed with 
respect to proposals for restricting the power of the legislative body 
to increase the amounts recommended in the governor’s budget. 
Even where members of the state legislatures were willing to limit 
their action in some directions, they were unwilling to have their 
power to vote additional appropriations curtailed by the executive. 
In fact this would have made something of a revolution in our 
historic scheme which allowed legislators to vote money in any 
amount and for any purpose they saw fit. The governor might 
submit his expenditure proposals to them, but they did not want to 
be compelled to accept his figures as the maximum amounts. 

Effect of Independent Administrative Units , — When it came to 
making the executive fully responsible for the administrative work 
of the government and for carrying out the budget plan, even greater 
difficulties were encountered. The administrative agencies in a 
majority of the states were widely scattered; only to a limited 
extent, as we have already pointed out, were they under the control 
of the governor. Accordingly, in those states, it was necessary to 
install a complete plan of administrative reorganization before the 
governor would be placed in a position to control the making of 
estimates and the execution of the budget. Even under such a plan, 
the governor was not directly accountable to the legislature for his 
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acts ; he remained responsible to the people at large. The same rule 
held true with respect to the mayor in those cities with the mayor- 
council form of government. Only in those cities with the manager 
form of government was the chief administrative officer immedi- 
ately responsible for his acts to the legislative body. 

Divergent Opinions on Budgetary Reform. — From what has 
been said, it is not surprising to find that divergent opinions sprang 
from the attempts to adapt budgetary procedure to these varied 
conditions in state and local governments, not to mention the national 
government. Such was the case. For some time after 1912, pro- 
longed arguments arose among budget advocates over the steps to be 
taken to insure the proper installation of the budget system. Broadly 
speaking, these arguments were confined to the organization and 
financial procedure of the states rather than of the municipalities. 
As w^e have noted, city government was, at that time, being gradu- 
ally reconstructed in an attempt to secure better administration and 
more responsible and capable direction, while practically nothing 
was accomplished previous to 1917 by efforts to improve state gov- 
ernment in this regard. Furthermore, owing to the close similarity 
in the general structure of the national and state governments, the 
latter served as a kind of laboratory in which to try out financial 
reforms and thereby secure data which would promote the adoption 
of a budget system by the national government. 

Those budget advocates who contended that the state executive 
should be fully responsible for the formulation and the execution 
of the budget sought, by a reorganization of administrative ma- 
chinery, to place the governor in a commanding position at the head 
of the state administration and to readjust the legislative procedure 
so as to make his leadership effective. Such a proposal was ad- 
vanced by the New York Bureau of Municipal Research in prepar- 
ing a plan for the constitutional (Convention of New York State which 
met in 1915.^ Briefly, this plan provided that the governor should 
be made the real executive head of the administration through a con- 
solidation of the administrative agencies, that he should formulate 
the budget with the aid of a suitable staff, that the budget when 
submitted to the legislature should be accompanied by bills designed 
to carry its recommendations into effect, that the governor and his 
principal officers should appear before the legislature to defend the 

^ F. A. Cleveland, ^^Constitutional Provision for a Budget,” Proceedings, Acad- 
emy of Political Science, Vol. V, No. I, 1914, pp, 14X-162; “The Constitution and 
Government of New York State,” Municipal Research, No, 61, May, 1915, pp. 72- 
83 ; and “Responsible Government,” Municipal Research, No. 69, January, 1916, 
pp; 1-67, particularly p. 45. 
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budget or answer questions concerning it, that a procedure should 
be adopted to permit effective criticism by the minority group or 
party in the legislature, that the legislature should not be permitted 
to increase the governor’s expenditure proposals, and finally that, in 
the event of a deadlock between the governor and the legislature, 
there should be some expeditious method of resolving it. 

This proposal was in a large part accepted by the New York 
convention and embodied in the revised constitution which was 
defeated at the polls in November, 1915. Only the features relat- 
ing to criticism by the legislative minority, or the ^‘opposition,” as 
it is termed in England, and to the adjustment of deadlocks be- 
tween the governor and the legislature w^ere omitted. It was also 
provided that the expenditure estimates of the judiciary and of the 
legislature should not be subject to revision by the governor when 
embodied in the budget, although he was to retain the power of veto 
over the appropriations voted for these branches. A further pro- 
vision stated that after the legislature had disposed of all the bills 
presented by the governor in connection with the budget, it might 
pass additional appropriation bills, each for a single purpose and 
subject to the governor’s veto. From the standpoint of making 
the governor responsible for financial planning and for the adminis- 
trative work of the government, the New York plan was undoubt- 
edly the most comprehensive scheme devised for any state up to 
that time. It served as a kind of model for the budget amendment 
adopted by Maryland in 1916, except in the matter of readjustments 
in administrative organization. It was likewise copied by other 
states, often in a considerably modified form, as we shall note later. ^ 

Immediately after it was proposed, the New York plan was labeled 
as the ‘‘executive budget system,” and as such was assailed by a 
number of critics. Some of them contended that the system made 
for the aggrandizement of the executive and an improper restriction 
on legislative authority, leading ultimately to a diminution of popular 
control.^ As a counter proposal, they sought to establish legislative 
leadership by making the state administration directly accountable 
to the legislature itself. A device to effect this purpose was urged 
unsuccessfully by the late Charles McCarthy and his associates in 
Wisconsin. According to their proposal, the heads of the semi- 
independent administrative agencies of the state were to be brought 
on the floor of the legislature, interrogated concerning the use of 

^ See below, pp. 27-30, 407-412 and 435-438. 

®E. A. Fitzpatrick, Budget Making in a Democracy, 1918, Chapter III, par- 
ticularly p. 47. 
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their funds, and thus made immediately responsible to that body. 
If the legislature was dissatisfied with the work they had accom- 
plished, it could remove them. In other words, the legislature was 
to deal directly with these agencies and brush the governor aside 
as a mere figurehead in the administration. The outcome of this 
proposal, had it been adopted, might have been the development of 
leadership in the legislative body, perhaps the establishment of a 
sort of permanent committee on administration headed by a legis- 
lative prime minister ; but this is sheer speculation.^ 

Accepted Basis of the Budget System. — In the final analysis, 
the Wisconsin plan, as well as the New York plan, aimed at the 
establishment of responsible leadership in the state government, espe- 
cially in formula executing the budget. The fundamental 

differences between the two plans was in the method of constitut- 
ing this leadership. Was it to be lodged in a floor leader or a special 
committee of the legislative body accountable to the people through 
that body, or was it to be vested in an executive elected by the 
people and independent of the legislative body? The answer to this 
question was determined by our constitutional system and our politi- 
cal practice. The latter type of leadership, being more in harmony 
with that system and with the current trend in party management, 
was accepted. 

However, the details of the New York plan have been consider- 
ably modified in the more recent budgetary legislation.^ The restric- 
tion placed on the action of the legislature with respect to the 
governor's expenditure proposals has either been changed to permit 
freer legislative action or altogether omitted.^ Indeed, the budget 
amendment as finally adopted by New York State in 1927, practically 
dropped this limitation. 

As a matter of fact, such a restriction is not generally regarded 
as an essential feature of the so-called executive budget system. 
Rather is it thought to be very much out of line with our constitu- 
tional system, which assigns the executive and the legislature to 
separate and independent spheres. A prominent American authority 
on the budget goes so far as to say that, in his opinion, this restric- 
tion does violence to one of the most fundamental ideas of our 
political system, namely, that ‘"the legislative branch is the policy- 
determining, fund-raising, and fund-granting organ of the govern- 

^ F. A. Cleveland and A. E. Buck, The Budget and Responsible Government, 
1920, pp. 113-115. 

® This legislation in some states merely makes a gesture at the establishment of 
a budget system; we are here speaking of the best of it. 

® See below, pp. 407-412. 
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ment/' He then adds: ‘'Until the American people are willing 
to adopt the principle of responsible government, tinder which pri- 
mary-responsibility for both formulating and securing the adoption 
of a governmental program rests in a cabinet composed of a premier 
or chief executive and the heads of the most important administra- 
tive departments, it is a mistake to adopt practices and procedures 
that lessen this responsibility of the legislature or divide it with the 
executive. ... It is our belief, therefore, that, though the responsi- 
bility for the framing of a budget should rest squarely upon the 
chief executive, that of taking action upon such budget should rest 
with equal definiteness upon the legislature.'' ^ 

Undoubtedly the general trend of thought and practice in the 
United States is definitely away from the idea that the budget should 
be determined as to maximum amounts as well as formulated by the 
executive. Recent budgetary legislation, not only in the national 
government but also in many state and local governments, leaves 
the legislative body practically free to modify either upward or 
downward the budgetary proposals of the executive, especially if 
sufficient income is provided to meet the authorized expenditures. 

With respect to the three main stages through which the budget 
passes, namely, formulation, determination, and execution, it now 
appears to be the consensus of opinion that the executive should con- 
trol the first and third stages, but that the legislative body should 
dominate the second and be provided wfith an independent check 
on the third. This allocation of authority is not only in harmony 
with our present system of government, but it also seems to be a 
sound basis for an effective budget system. The future success of 
budgeting, however, will depend to a very large degree, first, upon 
the more widespread adoption of administrative structures and 
methods designed to place the executive in a position of authority 
with respect to the management of the various governmental serv- 
ices, and, second, upon the establishment of legislative organization 
and procedure which will permit a thorough and open consideration 
of the budget before it is authorized and also an effective review of 
it as executed. 

^W. F. Willoughby, Principles of Public Administration, 1927, pp. 479-4S0, 



CHAPTER III 


LEGAL BASIS OF BUDGETARY PRACTICE 

Numerous laws provide for budgetary practice in the national, 
state and local governments of the United States. Some of them, 
especially those incidental to general financial matters, have been 
enacted over a long period of years; in fact, they date back almost 
to the establishment of American independence. Most of them, 
however, have been passed during the last two decades. In several 
cases budgetary provisions have been inserted in state constitutions, 
but more frequently they are to be found in statutes and municipal 
ordinances. In addition to legislation on the subject, there are many 
court decisions, both federal and state, dealing with different phases 
of budgetary procedure. We have, therefore, a great mass of con- 
stitutional and statutory provisions and judicial interpretations which' 
form the legal basis of our present budgetary practice. Further- 
more, there are legislative rules and administrative regulations, many 
of which have the force of law, that affect directly or indirectly 
the various steps in public budgeting. 

Even a casual examination of the legal provisions governing 
budgeting in state and local governments reveals the fact that there 
is no uniformity of requirements. Several states have copied the 
devices of their neighbors, but in each case there are usually impor- 
tant variations. Even local governments within the same state often 
have widely different budgetary procedures, although an attempt to 
correct this diversity or, at all events, to compel the adoption of 
budgeting by cities and counties has been made in several states 
by the passage of uniform laws governing local budgetary methods. 
At best the provisions of budgetary legislation are rarely compa- 
rable, especially as between states, on account of the different pro- 
cedures, All in all, it appears that budgetary laws have been shaped, 
as has other legislation, under influences, pressures, customs, and 
traditions which vary widely throughout the country. So we have, 
as a result, a veritable maze of legal provisions on budgeting. 

It is not an easy task therefore to summarize the essential provi- 
sions of budgetary legislation in the United States, espeeially those 
pertaining to state and local governments. Moreover, the laws of 
the latter units are being amended every year, so that a complete 

25 



26 PUBLIC BUDGETING 

digest, besides being difficult to make, is soon out of date. Even 
a summary calls for a careful examination of scores of budget laws 
and ordinances. 

In the brief discussion of budgetary legislation contained in this 
chapter, the writer has attempted mainly to set forth the prime 
sources of the various provisions which constitute the legal ground- 
work of our national, state and local budget systems. These pro- 
visions, it will be observed, relate particularly to the authority which 
prepares the budget and its staff agency, to the requirements wdth 
respect to the budget document and budgetary information, to the 
general budget-making procedure, and to the execution or carrying 
out of the budget plan as adopted. No attempt is here made to 
evaluate this legislation in any of its different phases ; for a dis- 
cussion of the various legal provisions in connection with their 
practical application the reader must look to subsequent chapters 
of this book. 

The National Budget Law. — The national budget and account- 
ing act, passed in 1921, establishes a budget-making authority, cre- 
ates a budget staff agency, outlines the contents of the budget docu- 
ment, and lays out part of the procedure of formulating and adopting 
the budget. It makes the President responsible for the preparation 
of the budget. He might have assumed this res|x>nsibility under 
previously existing laws, but Congress was not yet prepared for 
executive direction in this regard.^ In effect, the budget law was 
merely a declaration on the part of Congress that it was ready for 
executive leadership in formulating the budget. 

To assist the President in the preparation of the budget, the law 
establishes a special staff agency, the Bureau of the Budget. Al- 
though this Bureau is attached by law to the Treasury Department, 
it operates, as a matter of fact, directly under the President; he 
appoints its head, who has the title of Director of the Budget, 

The law outlines in considerable detail the contents of the budget 
document, although no definite form is prescribed. It fixes the date 
for transmitting the budget to Congress, and permits the President 
to make certain amendments to his expenditure proposals after the 
budget reaches that body. Beyond this point, the law in question 
contains no further provisions on budgetary procedure. The col- 
lection of the estimates is governed by several measures which ante- 
date the budget law by a number of years, and also by recent 
executive orders issued % the Bureau of the Budget. Congressional 
action on the budget is controlled largely by legislative rules, some 

^See G, W. CGllins, The National Budget System, 1917, Chapter XI. 
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of them of long standing. Under these rules, Congress has retained 
its power to modify in any way it sees fit the President's budget 
proposals. However, as we have already noted, Congress has con- 
solidated all committees handling appropriation measures into one 
big committee in each house with a number of subcommittees. 

On the execution of the budget after its adoption by Congress in 
the form of appropriation and revenue bills, the budget law is silent 
except in so far as it provides for the establishment of a General 
Accounting Office. This office is under the direction of the Comp- 
troller General, who is independent of the administration. Although 
he is appointed by the President, he holds office for fifteen years 
and is removable only by joint resolution of Congress or by impeach- 
ment. The Comptroller General is vested with the power to control 
treasury receipts and issues, and to settle and adjust all claims either 
due or against the national government. He is required to report 
to Congress at the beginning of each regular session. In the dis- 
charge of his duties he must make rulings on the expenditure of 
funds, which have on several occasions been tested in the courts. 

Control over the expenditure of appropriations by a system of 
administrative allotments, now under the supervision of the Bureau 
of the Budget, had its origin as far back as 1906 in the so-called 
^‘anti-deficiency act'' passed at that time. Other laws relating to 
the spending of appropriations antedate that measure and several 
have been enacted since. Superior to these in law are certain pro- 
visions in the federal constitution; one of which is particularly 
important in this connection, because it forbids the drawing of any 
money from the treasury except in consequence of appropriations 
made by law. Since the enactment of the budget law, a number of 
executive orders relative to expending appropriations have been 
issued through the Bureau of the Budget for the general purpose 
of making the federal departments and offices adhere more closely 
to the budget plan. 

State Budgetary Legislation. — As we have indicated in the 
preceding chapter, all the forty-eight states have enacted budgetary 
legislation^ although in several instances it cannot be said to be very 
satisfactory. Practically all this legislation has been put on the 
statute books since 1911 ; some of it, however, has been revised and 
reenacted several times.^ In seven states, as already noted, budget- 
ing is now required by constitutional amendments. These states 
and the dates when the amendments were adopted are : Maryland 

^ For the dates of these laws and important changes subsequently made, see 
Appendix I. 
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(1916), West Virginia (1918), Massachusetts (1918), Nebraska 
(1920), Louisiana (1921), California (1922), and New York 
(1927). In most instances, these amendments are comparatively 
brief and are supported by statutory provisions setting forth in 
detail the budgetary procedure. Among the dependencies of the 
United States, the Philippine Islands has a budget law approved 
by Congress in 1916, and the Territory of Hawaii has one adopted 
in 1925. Alaska and Porto Rico also have some legal provisions 
with regard to budgeting. 

For many years previous to the enactment of the foregoing legisla- 
tion (in fact, since the establishment of the various state govern- 
ments), there had been provisions in all the state constitutions relat- 
ing to the appropriation of moneys. As a rule, these provisions 
placed certain limitations on the action of the legislature; frequently 
they restricted administrative discretion; and sometimes they were 
’of such a "character as to hamper the installation of satisfactory 
budgetary procedure. Supplementing constitutional and statutory 
provisions were rules and regulations governing legislative procedure 
in handling appropriation and revenue measures — rules and regula- 
tions which were not always changed to conform wdth the spirit 
of later budgetary legislation. 

Perhaps the outstanding feature of the more recent legislation 
is the creation of budget-making authorities in the different states. 
Through this legislation the state lawmakers have established four 
general types of authorities charged with formulating the initial 
budget plan. The first of these is called the '‘executive type,^^ be- 
cause, according to its requirements, the governor is responsible 
for preparing the budget to lay before the legislature. This is by 
far the most popular form, thirty-three states having adopted it by 
the beginning of 1929. The second is the “administrative board 
under which a group of administrative officers, usually in- 
cluding the governor or some of his appointees, is made responsible 
for preparing the budget. The purpose of this arrangement may be 
either to associate the more important of the independent administra- 
tive officers with the governor in the formulation of the budget, or 
to surround the governor with a board so constituted as to restrict 
his influence on financial planning. Ten states vest the initiation of 
the budget in this type of authority. The third type is the “ad- 
ministrative-legislative board, 'k composed of administrative officers, 
including the governor, and members of the legislature. The chief 
design of this agency, now found in four states, is to bring the legis- 
lative body into the initiating stage of the budgetary procedure. 
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Finally, there is the ^legislative type,'' which leaves the preparation 
of the budget to a committee of the legislature. This type exists in 
only one state^ — ^Arkansas. ^ 

Besides providing budget-making authorities, the budget laws of 
more than half the states create permanent staff agencies to serve 
as technical aids. These agencies may be departments of finance, 
budget bureaus similar to the national Bureau of the Budget, or 
special officers. In some cases where the law does not provide for 
a permanent staff agency, the budget-making authority is authorized 
to employ temporary help in preparing the budget. 

While all the state budget laws naturally provide for the prepara- 
tion of some kind of budget document, they do not in every instance 
deal with the form or contents of this document. In fact, they 
rarely prescribe the form in which it must be set up, although they 
do indicate part or all of the information which must be contained 
in it. The provisions of certain laws are general, while those of 
others are quite detailed. Strange to say, the most detailed provi- 
sions are occasionally to be found in constitutional amendments.^ 

The budget laws of more than a third of the states require the 
governor or other budget-making authority to submit to the legis- 
lature appropriation bills covering the requirements for expendi- 
tures. These bills are sometimes made a part of the budget docu- 
ment, which is entirely proper as we shall explain in a later chapter. 
Sometimes there are legal provisions for a single, consolidated 
appropriation bill. While the present tendency appears to be clearly 
in the direction of cutting down the number of appropriation bills 
and of vesting the duty of preparing them in the governor or other 
budget-making authority, it will probably be a long time before this 
can be fully realized on account of the various constitutional provi- 
sions in force in many of the states. A few state budget laws 
require the governor or other budget-making authority to submit 
bills incorporating all proposals for increases in revenue which may 
appear in the budget. 

Several states prescribe by law the classification that is to be 
followed in bringing together the expenditure information for the 
preparation of the budget. In many instances the form of the esti- 
mates and the nature of the information to be secured are indicated 

^ See Appendix I for the names of the states classified accordingf to the types 
of agencies responsible for initiating the budget in the legislature. It must be 
borne in mind that this classification is based entirely upon the legal provisions 
and not upon the practice that prevails in the various states, 

® On this point see “A Model State Constitution,” a pamphlet published by the 
National Municipal League, third edition, 1926. 
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in the budget laws. Practically all of the state budget laws fix a 
date for the filing of the expenditure estimates with the governor 
or other budget-making authority. Some even go so far as to fix 
the date on which the estimate sheets must be sent out to the spend- 
ing agencies — a matter which might properly be left to executive 
orders. The date for submitting the budget to the legislature seems 
to be the only one that should be definitely established by law. 
Indeed, this date is legally fixed in practically every state. 

Every state has some legal provisions relative to budgetary pro- 
cedure in the legislature, though these are not always found in the 
regular budget laws. Several states limit the action of the legisla- 
ture on the budget, especially in the passage of appropriation bills. 
The more drastic limitations of this kind are to be found in some 
of the budget amendments. Their effect on legislative action is 
discussed in Chapter XIII. The governor's veto power of legislative 
acts, including his veto of appropriation items, is a constitutional 
grant. However, it has been the source of much litigation during 
the last three decades, and a number of court decisions are to be 
found on the subject. 

The procedure to be followed in executing the budget after it has 
been authorized by the legislature is usually prescribed, if at all, by 
general statutes relating to fiscal methods. These statutes have ordi- 
narily been enacted from time to time over a long period of years, 
hence the earlier methods laid down by them are more or less archaic 
and do not properly support the later methods. In the states which 
have recently reorganized their administrative machinery, the legal 
provisions relative to financial procedure have, as a rule, been greatly 
improved. This procedure now includes such things as a work 
program, modern accounting methods, purchasing and stores regula- 
tions, personnel supervision, and auditing control. 

Budgetary Legislation for Local Governments. — ^The charters 
of nearly all the larger cities in the United States contain general 
provisions for budgetary procedure. These provisions are usually 
supplemented by local ordinances setting forth in detail the methods 
which are to be followed in budgeting. In many instances, there 
are also councilmanic rules and administrative regulations relating 
to municipal budgetary practice which have the force of law. Fur- 
thermore, the cities within each of several states have recently been 
brought under the provisions of uniform budget laws. 

The authority designated to formulate the budget under munic- 
ipal legislation usually depends upon the form of the city govern- 
ment. Under the centraHzed mayor-council form of city govern- 
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ment, the mayor is usually the budget-making authority ; under the 
manager form, the budget is generally prepared by the manager. 
In the commission-governed cities, this responsibility rests upon the 
commission, which exercises both the executive and the legislative 
powers. Where the old, disintegrated form of city organization 
still exists, the council sometimes exercises authority over the 
preparation of If this authority is delegated, it is usu- 

ally vested in a board consisting of both legislative and administra- 
tive officers rather than in the mayor. Hence, we have in city 
governments practically the same types of authorities to formulate 
the initial budget as those that exist in the state governments.^ The 
law provides that many of these authorities shall have special staffs 
to assist them in the preparation of the budget. 

The contents of the city budget document are often prescribed by 
law, although not always in the same detail as that of state budget 
documents. In a number of cities, however, the only document 
really required by law is an itemized appropriation bill. A classi- 
fication of the expenditures presented in the budget document is 
frequently required by law. The time of preparing the budget esti- 
mates is usually fixed, as well as the date when the budget must be 
submitted to the council. But councilmanic procedure in acting on 
the budget generally rests upon rules and practices. In some in- 
stances, however, certain legal restrictions are imposed upon the 
action which the council may take on the budget. 

From an organizational standpoint, the chief administrator in 
many cities is in a very good position effectively to execute the 
budget. Control methods, however, are not generally developed to 
any greater extent in cities than in states. For this reason, certain 
states have found it advisable to provide by general law for central 
supervision over the municipalities within their jurisdiction, par- 
ticularly in the matter of financial reporting and auditing of accounts. 

Several counties in different parts of the United States have 
instituted budgetary procedure under special legislation ; at the same 
time, many of them are required to do so by general laws in a 
number of states. Some of these laws have been recently passed, 
notably those of California, Kentucky, North Carolina, Ohio, Vir- 
ginia, and Washington. Generally speaking, counties are required to 
follow practically the same budgetary procedure as that outlined for 
cities under uniform state laws. Since w 

narily without an executive head, some county officer, or board com- 
posed of important county officials, is usually designated to prepare 
^ See above, pp. 28-29. 
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the budget for the local legislative body. In a few instances the 
county budget must be submitted to a state agency and receive its 
approval before becoming eflfective. The legal provisions with 
reference to county budgeting are sometimes applied to the special 
districts or other subdivisions within the state, such as townships 
and school districts. In some states, for example Ohio, prov!|ion 
is made for the coordination of the budgetary requirements, particu- 
larly on the revenue side, of all local governmental units within each 
county, the idea being to prevent overlapping jurisdictions from 
imposing taxes which in the aggregate would become burdensome 
on the property owners. 

Several states have enacted general legislation looking toward 
uniform budgetary methods for all local governments — city, county 
and district — within their jurisdictions. Among the more notable 
of these states are Indiana, Iowa, Massachusetts, New Jersey, New 
Mexico, Ohio, and Washington. The provisions of these general 
laws differ widely ; frequently they relate to financial functions other 
than strictly budgeting, such as taxation, debt supervision, account- 
ing methods, and auditing control. In some instances, the control 
which these laws establish on the part of the state government is 
merely nominal; in other instances, it is very real and sometimes 
rather drastic. The legal provisions of Indiana, Iowa, and New 
Mexico illustrate the latter type. In Indiana the state tax commission 
has the authority to reduce a local budget after a hearing in the lo- 
cality affected. Action may be started on the part of the commission 
by the protest of ten citizens of the community. In Iowa a similar 
procedure is followed, the state director of the budget being the 
reviewing agent in this case. In New Mexico a copy of every local 
budget must be filed with the state tax commission. This commis- 
sion has the authority to increase or reduce the budget of any local 
government, the decision of the commission being final. 

Since it seems highly desirable to extend the application of uni- 
form budget methods to all the local units in the different states, 
the National Municipal League through a special committee has 
recently drafted and proposed a model budget law for local govern- 
ments.^ Such a law, if widely adopted, will not only make for 
uniformity within each state, but also between the different states. 
The latter condition is rnuch to be desired, assuming it can be 
brought about in the present stage of budgetary development. 

^See “A Model Municipal Budget Law,” supplement to tht National Municipal 
Review, July, 1928. Also printed separately as a pamphlet. 
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The Technique of Public Budgeting. — Any synthesis of legal 
provisions, budgetary or otherwise, is likely to be nothing more 
than sterile generalization unless related to the realities of practice. 
Budgetary methods are determined not alone by the laws briefly 
described above, but by the practices that prevail in the various 
governmental jurisdictions. The law may specify one thing ; prac- 
tice may produce quite another. A governmental budget system 
does not spring fully developed from a simple legislative act or a 
mere executive order. It is perforce built up slowly as technical 
devices are perfected and public understanding broadened. As it 
evolves, the provisions of law are usually changed or amended to 
bring them into conformity with the trend of development. For 
this reason, we shall emphasize throughout the subsequent chapters 
of this book the practical, rather than the legal, side of budgeting. 

Two decades ago, discussion of public budgeting was largely 
speculative, dealing with the theoretical and legal aspects of the 
subject; it had no practical basis so far as the experience of the 
United States was concerned. But this is no longer the case. Dur- 
ing the past ten years, particularly the last five, there has been a 
rapid accumulation of experience on the technique of budgeting in 
our different governmental units — national, state and local. From 
one side of the country to the other, public officials and specialists 
in finance have been, and still are, busy working out the details of 
budgetary methods and readjusting the various steps of existing 
financial procedure to meet the requirements of scientific planning. 
As a result, we have, even in this brief period, accumulated a large 
amount of information on the working of the budget system in 
this country. 

We have already reached a point in our financial experience where 
budgetary procedure is fairly well defined, at least, in so far as it 
relates to the formulation and adoption of the budget. On the 
execution of the budget, the practice of several governmental units 
during the last five years undoubtedly points the way to the proper 
methods which should be employed. It is apparent now that public 
authorities generally appreciate the need for budgetary control, with- 
out which the budget is a mere ‘'paper'’ plan. Their efforts in this 
direction are, in several instances, most promising. 

The time is ripe, it seems, and the necessary information is at 
hand for a comprehensive treatment of the technique of public 
budgeting in the United States. Undoubtedly the further develop- 
ment of the budget system would be greatly aided, if the budgetary 
experience of the country to date were brought together, properly 
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related, and fully discussed from a practical standpoint. This is, 
in brief, what the writer has attempted to do in the subsequent pages 
of this book. The method of treatment is a simple one, and, it is 
hoped, one that will appeal to the reader's good judgment. The 
discussion which follows is divided into three parts, dealing with 
(i) the budgetary forms and information, (2) the budget-making 
procedure, and (3) the execution of the budget. The budget, as a 
document, is taken up first because it is the raison d'etre of every- 
thing that follows. Several things are more or less automatically 
decided once the budget document has been determined as to its 
form and contents. The more important of these are the nature and 
classification of the budgetary information, the character of the 
estimate forms, and the methods of bringing together the financial 
data. The next part of the book is devoted entirely to a discussion 
of the procedure followed in formulating and adopting the budget. 
The last part deals with the execution of the budget as the financial 
and controlling plan of the government 
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THE BUDGETARY FORMS AND INFORMATION 




CHAPTER IV 


THE BUDGET DOCUMENT 

The budget document, broadly speaking, is a collection of papers 
or statements setting forth the financial plan, or the budget, of the 
government. It presents, in addition to this plan, certain informa- 
tion about the past and present operations of the government which 
supports the proposals for raising revenues and for making expendi- 
tures. It may also include whatever bills are required for legislative 
authorization of the budget. 

To put it another way for the sake of emphasis, the budget takes 
shape in the budget document as soon as it has been definitely formu- 
lated. By means of this document, the budget is presented to the 
legislative body for consideration and action ; at the same time, it is 
usually made available, in printed or other form, for the information 
of the public. 

Our discussion in this chapter is devoted solely to the budget 
document as prepared by the budget-making authority. Before 
we take up the form and contents of this document, we shall examine 
from several angles the comprehensiveness of the budget, repre- 
senting, as it does, a definite plan for financing the government. 

The Comprehensiveness of the Budget. — By the comprehen- 
siveness of the budget, we mean, in brief, its unity and completeness. 
Does the budget include in their proper relations all the expenditures 
and all the income of the government to which it applies? If it does, 
then, as the financial plan of that government, it can be said to be 
fully comprehensive. The noted French writers on the budget, Rene 
Stourm and Gaston Jeze, refer to this characteristic of inclusiveness 
as the rule of universality {regie de I’tmmersaMte). They are em- 
phatic in calling it one of the fundamental rules to be applied in the 
formulation of the budget. 

Generally speaking, the budgets of our different governmental 
units— national, state and local — cannot yet be regarded as being 
fully comprehensive. Much remains to be done if the rule of uni- 
versality is to be widely realized, even in a practical way. The 
national budget does not comprehend all the financial transactions 
of the government. Over $79,000,000 of permanent and indefinite 
appropriations were included in the 1929 budget, which had not 
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previously appeared in the budget. The transactions in certain 
funds which do not reach the Treasury are still not included. Even 
so, the national budget is perhaps more complete than that of any 
other governmental unit in the country. 

In several state governments a special effort has been made to 
produce a comprehensive budget. For example, California, Massa- 
chusetts, and Maryland have legal provisions which require that 
all proposals for financing the state government must be shown 
in the budget. Yet with such provisions written in the state consti- 
tution, it has been difficult in some cases on account of political or 
departmental opposition to make the budget fully comprehensive. 
California provided an instance of this kind. Although the budget 
amendment was adopted in 1922, nothing like a complete budget 
was produced until 1927. The budgets prepared in 1923 and 1925 
contained only about six-tenths of the total state expenditures.^ 
In several states, the budget contains only the operating expendi- 
tures of the state government and oftentimes not all of these, cer- 
tain special funds being excluded. Sometimes the legislative 
expenditures are left out of the budget, each session authorizing 
its salaries and expenses as it goes along. The expenditures of 
certain state departments or institutions are frequently excluded 
from the budget for one reason or another. The highway depart- 
ment of North Carolina, for example, is specifically exempt by law 
from inclusion in the budget, owing to the alleged difficulty of 
budgeting its construction program two years in advance. Likewise, 
the highway department of Tennessee is omitted from the budget in 
practice, although this is not permitted by law. Other states, notably 
California, Illinois, Massachusetts, New York, and Washington, in- 
clude the highway departments in their budgets, laying out definite 
construction and maintenance programs extending over the entire 
fiscal period, which in the case of three of these states is a biennium. 
While the planning of rapidly expanding construction programs is 
quite difficult, it is not sufficiently so to be made an excuse for 
leaving such departments out of the budget. Not only is it possible 
to lay out construction projects two years in advance, but it is 
highly desirable to plan such work in this way. State institutions, 
particularly educational institutions, are sometimes excluded from 
the budget because they are maintained by mill levies or other special 
sources of revenue. This is likewise undesirable; they should be 
included in the budget no matter what the sources of their income 
may be. When so included, they are required to plan their finan- 
^ See Galifornia state budget, submitted to the 1927 legislature, p. iv. 
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cial needs in relation to each other and to other agencies of the 
state government, not as so many isolated institutions. 

Many city budgets are not comprehensive; in fact, the majority 
of them contain very little more than operating expenditures and 
sometimes not all of these. ^ Although the New York City budget 
for 1927 totaled about $475,000,000, the city comptroller stated 
that it should have carried in the aggregate approximately $530,-- 
000,000. Even at this larger figure, millions of dollars for the 
construction of subways, schools, hospitals, streets,, etc,, were still 
excluded from the budget. When the 1928 budget was being pre- 
pared, discussion waxed hot over the need for an ‘‘honest budget,'’ 
one that would show something like a complete picture of the city’s 
financial requirements. Although this budget totaled $512,000,000, 
it was still about as incomplete as the preceding budgets had been. 
A study of the New Orleans city government made by the New 
York Bureau of Municipal Research in 1921 revealed the fact that 
the various municipal agencies spent about $16,000,000 annually, 
but only a little over $6,000,000 of this amount appeared in the 
city budget. In a report made by the San Francisco Bureau of 
Governmental Research on June 6, 1928, it was pointed out that the 
budget for 1928-29 adopted by the board of supervisors of the con- 
solidated city and county government totaled a little over $25,000,- 
000, while the anticipated expenditure requirements were approxi- 
mately $56,000,000, Outside the budget were the requirements for 
certain construction projects, the operating and oA^^^ the 

public schools and of the municipal railways, and a large amount of 
nonbudgeted revenues, mostly mill levies, for parks, playgrounds, 
libraries, and debt retirement. 

Lack of comprehensiveness in the budget, such as we have just 
noted, does not usually depend upon any legal provisions ; it is mainly 
a matter of practice in the different governmental jurisdictions. 
There seems to be no uniformity in either state or local governments 
as to what agencies or funds may be included in or excluded from 
the budget. For example, certain agencies which use directly the 
revenues they collect in the course of their work are included in some 
cases and excluded in others. They are frequently excluded on the 
ground that the revenues which they take in do not reach the central 
treasury and hence should not be budgeted, it being assumed that 
there ought to be no budgetary control over funds which do not 
pass through the treasury. This is, of course, a practice which 

^ Capital expenditures are often excluded. Occasionally the operating expendi- 
tures of public utilities are also excluded. 
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cannot be defended on any basis of sound finance. Agencies which 
are supported by mill levies, dedicated funds, or permanent appropri- 
ations are sometimes excluded from the budget. This is likewise 
improper. There appears to be no valid argument for the exclu- 
sion from the budget of any bona fide governmental agency. How- 
ever, there is one class of agencies which would seem to warrant 
special treatment in the budget, that is, the business or industrial 
enterprises of a self-sustaining character which are owned and op- 
erated by the government. We shall now discuss the relation of 
these agencies to the general budget. 

Public Enterprises and the Budget . — The number of public enter- 
prises of a commercial nature has greatly increased in recent years, 
especially among our local governments where several kinds of 
utilities are now publicly owned and operated. The most common of 
these utilities is the municipal water system, although light plants, 
street railways, and gas plants are frequently run by city govern- 
ments. A few state governments, notably the two Dakotas, have 
gone quite extensively into the operation of public enterprises. North 
Dakota has a state bank and certain state industries, such as a flour 
mill and a grain elevator. South Dakota also has such industries as 
a cement plant, a coal mine, and a twine factory. Other states have 
canals, mines, and even railways. Several states carry on insurance 
businesses of one kind or another. The national government has 
several enterprises of a commercial nature, notably the Postal Serv- 
ice, the Panama Canal, the Alaskan Railway, and the Merchant 
Fleet Corporation. 

According to American practice^ to be three methods 

of handling the financial requirements of public enterprises with 
respect to the general budget of the government. The first method 
is to leave the requirements of these enterprises completely out of the 
general budget, setting up an independent budget to finance each 
enterprise; the second method is to include them in the general 
budget in gross amount ; the third method is to include them in 
the general budget, but only in net amount, showing each enterprise 
as a separate self-supporting unit of the government. 

The first method, namely, that of excluding the financial require- 
ments of public enterprises from the general budget of the govern- 
ment, is followed quite widely in this country. In North and South 
Dakota, for example, the public enterprises are excluded from the 
general state budgets, each enterprise being operated on a budget 
of its own. It is presumed that these enterprises are self-supporting, 
but in the event they should not prove to be so they would then 
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require support in the form of an appropriation or special tax which 
would be taken into account in the general budget. If they should 
prove to be profitable to the state government, any profits might 
then be turned into the general fund and thus affect the general 
budget. But no attempt is made to show this situation as it affects 
the general budget each biennium ; only when conditions with respect 
to the enterprises reach a point where action cannot longer be de- 
ferred are they considered in connection with the general budget. 
Another example of independent budgeting is the San Francisco 
municipally owned and operated utilities, the principal one being the 
street railways. A proposal has been made and is now in the course 
of adoption which provides for a separate annual budget for each 
utility. These budgets are passed by a special utility commission 
and then filed with the mayor and the city legislative body. They 
have no relation to the general budget of the city government. Each 
utility is supposed to be self-sustaining, although if it should operate 
at a deficit the city legislative body would be expected to make 
appropriations in the general budget for its relief. 

Under this method of independent budgeting, it is possible for 
deficits of a serious nature to develop in the finances of public enter- 
prises before governmental authorities become aware that they are 
not making both ends meet. In the case of utilities, the rates may 
be raised to meet the deficit. When this is done, however, it amounts 
to compelling the customers of a later period to pay part of the bills 
of the customers of the period under which the deficit was created. 
The other alternative is to meet the deficit out of the general budget 
of the government, which may mean that the cost of poor utility 
management is spread over the whole population regardless of 
whether or not they are customers of the utility. In the case of 
other public enterprises, which are less monopolistic than utilities, 
it is almost impossible to increase the price of their services or 
goods in order to cover a deficit, since they are in competition with 
private enterprises producing the same services or goods. This 
means that any deficit in operation must be met out of the general 
budget of the government. 

The budgeting of the operation, maintenance, and other costs of 
publicly owned enterprises in connection with the general budget of 
the government appears to be the most satisfactory manner of 
handling these agencies. Any financial arrangement which tends to 
isolate such enterprises from the other agencies of the government 
should be avoided. The first method, mentioned above, may there- 
fore be regarded as unsatisfactory. It finds very little support in 
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European practice. The Swiss railways, it is true, are operated as 
an independent concern, quite apart from the general administration, 
the only connecting link being that the general budget grants a sub- 
sidy to the railways in aid of electrification. The German railways 
are also operated as an independent enterprise. They were trans- 
formed into an autonomous undertaking — the Reichshahngesell- 
schaft — under the provisions of the London Protocol of 1924, em- 
bodying the experts’ plan for reparations. Since March, 1924, the 
German postal service has also been an autonomous undertaking. 
Generally speaking, however, the public enterprises of the several 
European governments are definitely related to the general budgets, 
their financial requirements being shown either in gross or in net 
amounts, usually by the latter method. 

The second method, by which the financial requirements of public 
enterprises are included in the budget in gross amounts, is practiced 
in several of our governmental units. The tendency among city 
governments is to include in the general budget the total revenues 
and expenditures of municipally owned water systems. Indeed, it is 
common to find the gross figures, both income and outgo, for city 
water supply in the general budget. In several instances, the total 
requirements of all city utilities are included in gross amounts in 
the general budget. For example, Rochester, New York, presents 
the gross requirements for its water supply artd public markets in 
the general budget; Cleveland, Ohio, shows its water, light, and 
power utilities in the general budget ; Seattle, Washington, includes 
its water, light, and street railways in the general budget. In these 
cases, however, the earnings of each utility are kept in a separate 
account or fund and not mingled with the other funds in the city 
treasury. Examples of commercial enterprises among the state gov- 
ernments whose gross requirements are included in the general 
budget are the New York state canal and the industrial insurance 
business of the state of Washington. The latter amounts to about 
$6,000,000 per year. The general budget of the national govern- 
ment comprehends various public enterprises, but in some cases their 
total requirements are not included. Only the net expenditures of 
the Merchant Fleet Corporation, which amounted for 1928 to about 
one-fifth of the gross total of almost $125,000,000, were shown in 
the general budget. In the case of the Postal Service, only the 
operating deficit is shown in the general budget. This deficit was 
estimated in the 1930 budget to be about $71,000,000 in a gross 
operating expenditure of $806,000,000. The Panama Canal is han- 
dled in still another way. Only $7,600,000 of its gross expenditures 
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for 1928, amomiting to over $25,000,000, was appropriated through 
the general budget. The other part was paid directly from the gross 
receipts of the canal, approximating $44,000,000 for that year, and 
the remainder of these receipts was turned into the general treasury. 

Two main objections have been raised to including in the general 
budget of the government the total receipts and disbursements of 
public enterprises. In the first place, these gross figures unduly 
swell both sides of the budget, thus giving the members of the legis- 
lative body and the citizens an exaggerated impression of the cost 
of the general government. By including, for example, the water 
supply, light plant, and street railways in the general budget of 
Seattle, Washington, the budget total for 1929 was more than 
doubled — instead of a little less than $13,000,000, it totaled over 
$27,000,000. To finance it the direct tax imposed upon the prop- 
erty holders of Seattle amounted to about $i 1,000,000. This w’-ould 
not be apparent from the gross total of the budget. In the second 
place, it is considered better governmental policy to operate each 
public enterprise on a self-sustaining basis. This means that its 
receipts from earnings and otherwise must not be merged in the 
general treasury, but that their identity must be maintained through 
separate accounts and the expenditures of the enterprise met from 
them. The management of each enterprise along these lines can be 
greatly facilitated if it has a separate budget which is definitely 
related to the general budget. 

Here again, the occasional American practice of including the 
gross receipts and expenditures of public undertakings in the general 
budget is not ordinarily supported by European usage. The public 
undertakings (and there are many) of most of the European gov- 
ernments are now budgeted so that their financial requirements no 
longer appear in gross amounts in the general budget. Only the 
net surplus or deficit of each undertaking is carried into the general 
budget. Several governments, notably those of France, England, 
Norway, and Czechoslovakia, have recently adopted this method. 
Some of the other European countries have followed it since before 
the World War. It should be pointed out, however, that this method 
is not applied in the case of public monopolies. For example, the 
fiscal requirements of the French public monopolies over tobacco, 
gunpowder, and chemically prepared matches are included gross 
in the general budget. The latter practice, however, does not inter- 
est us, since we have no public monopolies in the United States. 

The third method, according to which the expenditures of each 
public enterprise are charged directly against its receipts and only 
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the net result from operation shown in the general budget, Is very 
little used, as yet, by the governmental units of this country. An 
attempt is made in the national budget to place the Postal Service on 
a net basis. A separate account is set up in the general fund of the 
Treasury through which the postal receipts and expenditures are 
handled, the net surplus or deficit (usually the latter) being included 
in the general budget. This method of handling the financial re- 
quirements of the Postal Service has made it necessary to explain 
the summary of the national budget by adding this phrase : ^^exclu- 
sive of postal revenues and postal expenditures paid from postal 
revenues.’’ State and local governments frequently provide that 
their public enterprises must be financed on a self-sustaining basis. 
In order to insure that this is being done, they set up a separate 
account or a special fund to receive the receipts of each enterprise, 
but they seldom, if ever, show the net result of operation in the 
general budget. The requirements of the enterprise either go into 
the general budget in gross, or they are entirely omitted. 

Notwithstanding the limited experience which we have had with 
the third method, it obviously has certain advantages over the other 
two methods. It permits each public enterprise to be related to the 
general budget and yet have its financial requirements set up sepa- 
rately. This can be accomplished through an annexed budget at- 
tached to the general budget, as we shall explain later. ^ The net 
results of the operations of the enterprise as shown in the annexed 
budget are tied into the general budget. In this way, one avoids 
putting the gross figures of the enterprise in the general budget and 
at the same time does not have to resort to an independent budget. 
This method, therefore, does not destroy the comprehensiveness of 
the general budget. From the standpoint of the enterprise, it does 
not interfere with operation on a self-supporting basis and along 
the same lines as a similar enterprise which is privately owned and 
conducted. European experience, as we have indicated above, is 
quite favorable to this method of setting forth the financing of public 
undertakings. The recent trend among the governments of Europe 
has been decidedly in the direction of showing in the general budget 
the net rather than the gross requirements of these undertakings. 

Various Public Funds and the Budget , — Turning from govern- 
mental agencies to public funds, let us examine the latter briefly in 
respect to the comprehensiveness of the budget. Certain public 
funds are often omitted from the budget. A number of local budgets 
and a few state budgets cover only the expenditures which are made 

^ See below, pp. 104-107. 
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from the general fund. They are therefore little more than current 
operating budgets ; they do not show expenditures from special ex- 
pendable funds, such as bond funds, special assessment funds, and 
so forth. This generally means the omission of a considerable part 
of the expenditures for the acquisition of properties, since, in most 
local governments, properties are acquired to a large extent through 
the sale of bonds or the levy of special assessments. For example, 
in New York City corporate stock (long term bonds), serial bonds, 
and tax notes are issued each year in large amounts, only a small 
part of which is accounted for in the so-called city budget.^ The 
budget of Detroit is one of the few city budgets which include all 
the expenditures from bond funds made during the fiscal year by 
the city government, but it does not include several million dollars 
of special assessment funds. 

Sometimes the position is taken that the expenditure of money 
from bond issues should be reflected in the budget only as it is 
repaid in the form of interest or principal, since this constitutes the 
only actual governmental expenditure involved.^ It will, of course, 
be admitted that there is an apparent duplication in the budget due 
to showing expenditures made from the proceeds of the sale of 
bonds and also expenditures at a later date for the redemption of 
these bonds. Furthermore, it is true that the only actual expendi- 
ture on the part of the taxpayers is in meeting the interest and retire- 
ment charges on the outstanding bonds. But it must be borne in 
mind that if the budget is to comprehend both current and capital 
transactions, as it should do, it must show the total expenditures for 
such purposes to be made by the government during the fiscal period 
and the total means of financing these expenditures. If work is to 
be carried on by the government which is to be financed by the 
issuance of bonds, it should by all means be shown in the budget. 
Otherwise, the financial plan of the government for the fiscal period 
will be incomplete — ^will present a false picture of its actual obliga- 
tions and commitments. At the same time, the payment of interest 
on bonds outstanding and the redemption of bonds from current 
revenues either by direct payment or through contributions to a 
sinking fund must be shown in the budget. This is necessary in 

The New York City budget for 1929 was fixed at $538,928,697 in November, 
1928. In January, 1929, proposals for the additional appropriation of $167,121,447 
to be financed by the issuance of corporate stock, serial bonds, and tax notes were 
placed before the board of estimate and apportionment. On March 15, 1929, this 
board approved these proposals to the extent of $156,552,450. 

® See the California state budget submitted to the 1927 legislature, page v, where 
Governor Young makes such a statement in his budget message. 
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order to determine the complete revenue requirements of the fiscal 
period covered by the budget. 

The contributions made to sinking funds usually appear in state 
and local budgets. It is not necessary to show in the budget the 
actual payments made from these funds, since the payments, as 
well as the investment of the funds, are generally controlled by 
special legal provisions. However, the condition of each sinking 
fund, determined on an actuarial basis, should be shown as of the 
beginning of the fiscal period covered by the budget and the budget- 
making authority should be governed accordingly in recommending 
contributions to it, unless otherwise required by law. 

The income from endowment funds is often omitted from the 
budget. This is due to the fact that such funds are frequently kept 
and invested by the institution or agency for whose support they 
have been given, so that the income from them is regarded as merely 
supplementing the appropriations which the institution or agency 
gets from the government. In other words, the income from endow- 
ment funds is regarded as ‘'dedicated'’ money, which does not require 
an appropriation in order to spend it. But this is not a good and 
sufficient reason for excluding such funds from the budget. This 
is true also of other income of institutions and agencies which is 
sometimes not turned into the general treasury of the government. 
It should likewise be included in the budget as a part of the means 
of financing the institution or agency during the fiscal period. To 
exclude it, as is done in some of the state and city budgets, is to 
present an incomplete picture of the financial requirements of those 
institutions or agencies which have miscellaneous earnings from 
Operation not accounted for through the general treasury. A net 
budget, as we shall explain later, may exclude income of this char- 
acter from its total, but it does not leave such income entirely out 
of account. The most approved practice, at the present time, is to 
require all earnings and other receipts of the regular institutions and 
agencies of the government to be turned into the general treasury, 
but even when they are not so deposited, they should nevertheless 
be budgeted. 

Something should be said in this connection about working capital 
funds and suspense funds.^ Working capital funds, often called 
“revolving" funds, are sometimes included in the budget and the 
expenditures to be made from such funds arc appropria^ted. But 
this is unnecessary and should not be done, except where it is 
required to satisfy existing law. An appropriation is usually re- 
^For definitions and further discussion of public funds, see below, pp. 21 1-214. 
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qiiired for the establishment of a working capital fund, but when 
once set aside the fund may be expended without further action by 
the legislative body, the expenditures from it being under administra- 
tive direction. As goods or services are produced and sold the fund 
is replenished from the proceeds of the sales, so that additional 
appropriations are not required to maintain the fund except when 
it is dissipated through bad management. Suspense funds, likewise, 
should not be included in the budget, except as they may enter into 
surplus available at the beginning of the fiscal period covered by the 
budget Such funds cannot be expended until they are transferred 
to other funds, whereupon they lose the characteristic of "'suspense/’ 
The Budgeting of Special Assessment Funds . — ^At the present 
time, special assessment funds present a rather difficult problem in 
budgeting. These funds, which are quite common in local govern- 
ments throughout the United States are seldom, if ever, included 
in the general budget. In fact, it is sometimes argued that inas- 
much as they are contributed for local improvements by the benefited 
property owners, they are therefore in the category of private funds 
and should not enter into the budget. But this is not true, if we 
view special assessment funds in the proper light. Some of the 
difficulties of budgeting these funds have been pointed out by Philip 
H. Cornick of the National Institute of Public Administration as 
the result of a country-wide study of special assessments. With 
reference to this point, Mr. Cornick says : 

Leaving out of consideration all questions of historical origin and legal 
theory, the special assessment enclaves have become, to a large extent, little 
more than convenient subdivisions of the general municipal government. 
There are, however, certain factors which seem to complicate the problems 
of including their operations in the general budget. The divisions of govern- 
ment whose activities have in the past been successfully drawn into one 
controlling financial document — ^those which administer the functions of 
education, of public safety, or of water supply, for example — operate 
throughout the city, and are separated from one another along purely func- 
tional lines. The special assessment enclaves, on the other hand, are not only 
functional divisions but they also have certain other distinguishing character- 
istics which are geographical and fiscal in their nature. Furthermore, they 
exercise, in theory at least, certain powers of local self-government — fact 
which makes it difficult to fit their undertakings into the rigid calendar neces- 
sary for comprehensive budgeting. 

Each district, of course, has its own independent budget. In theory, at 
least, the expenditures are exactly balanced by revenues; and even in prac- 
tice, this balance in many states is accurate to the cent unless unforeseen 
conditions intervene to upset it. The most common arguments for including 
all special assessment projects in the general budget are based on the facts : 
(i) that when the local improvement budgets do get out of balance in cities 
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which are required to issue guaranteed bonds, they impose burdens on the 
general budget; and (2) that the expenditures in many enclaves are partly 
financed in any event by contributions from the general revenues. 

Sound as these arguments are, it is significant that the most insistent 
demand for comprehensive budgeting has arisen where a deficiency of rev- 
enues in a district budget affects the bondholder only, and cannot impose a 
drain on the general revenues ; and where contributions from general funds 
are never made towards purely local improvements, and only rarely for major 
improvements. In Los Angeles, where those conditions prevail, the city plan 
commission discovered that it was difficult to lay out logical benefit dis- 
tricts for essential major elements of the city plan, because certain locali- 
ties within the proposed new districts were already so thoroughly buried 
under a scrambled series of overlapping districts for purely local improve- 
ments, that it would be dangerous to superimpose any new burdens on them. 
Frequently, these local improvements were not coordinated with any general 
plan, were not adapted to the character or to the primary needs of the neigh- 
borhoods, and had been initiated chiefly because contractors in need of jobs 
had circulated the original petitions.^ 

Notwithstanding these conditions, Mr. Cornick is of the opinion 
that all local improvements financed by special assessments should 
be planned in connection with the general budget. To do other- 
wise, he thinks, is to deprive the local government as a whole of an 
accurate and complete picture of its fiscal operations and economic 
resources, even though the physical and financial plans of the as- 
sessment districts were most carefully laid out with respect to the 
districts themselves. While he sees certain obstacles ahead, he does 
not believe them to be insurmountable. In fact, some progress has 
already been made toward this objective of comprehensive planning. 
In varying degrees, local initiative in special assessment districts 
has been superseded by central control in Seattle, in some cities of 
California, in Detroit, in New York City, and in the local govern- 
ments of New Jersey. Marked progress has already been made 
in several cities toward the equitable spread of costs in proportion 
to benefits, both in purely local improvements and in major city 
plan projects. That unified and comprehensive budgeting for local 
improvements financed partly or entirely by special assessments will 
eventually come seems practically certain, especially in view of the 
rapid progress which has been made during the last ten years in 
long time financial planning.^ 

Separate Governmentd Units md Affecting the Budget. 

— Within the boundaries of many local governments, particularly the 
counties and the larger cities, there are oftentimes numerous separate 

^Philip H. Cornick, “Special Assessments,*" Proceedings, Annual Meeting of 
the Governmental Research Conference, 1927, pp. 106-107. 

®See below, pp 171-176. 
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or semi-independent units whicli have been established for political 
or other reasons. The authorities of many of these local units have 
the power to levy taxes and to spend the money derived from such 
taxes. In many instances this affects very seriously the general 
budget of the major local government. The situation is not unlike 
that of the special assessment enclaves to which we have referred 
above. Take, for example, Cuyahoga County, Ohio, wherein the 
city of Cleveland is situated. Within this county there are 102 tax- 
ing units, each spending, through an annual budget or otherwise^ 
the taxes which it receives. It can easily be seen that these various 
taxing units, if permitted to do as they please in raising and spending 
money, can seriously embarrass both the city and the county gov- 
ernments. In other words, it seems necessary to establish some 
means of coordinating the financial requirements of these separate 
units. This has already been attempted in Ohio through the crea- 
tion by general state law of a county budget commission, consisting 
of the county auditor, treasurer, and prosecuting attorney. The 
commission’s authority extends only to equalizing and adjusting 
the budget estimates so as to keep the expenditures of each taxing 
unit within the tax limits fixed by law, and then to fixing the tax 
rate necessary to meet the budgets of the several local governments 
within the county. While this arrangement has not yet demonstrated 
that it will work out in an entirely satisfactory manner, the general 
idea of some method of coordinating the budgetary demands of 
overlapping and superimposed local units of government seems 
sound. 

In some instances, certain functions of local governments are 
split off from the general structure and conducted through semi- 
independent agencies. This is frequently the case in the administra- 
tion of schools and parks. If not administratively independent, they 
are often financially independent of the central local government. 
Their budgetary requirements are not reviewed or revised by the 
central authorities; hence, their financial needs are not weighed in 
comparison with those of the other important agencies of the local 
government. The result is that the cost of these semi-independent 
agencies is sometimes unduly high and out of proportion to their 
requirements when compared with those of other functions of 
equal if not greater significance. This, however, cannot be easily 
remedied without unified budget planning. If certain governmental 
agencies are to remain in a semi-independent position with respect 
to the central local administration, there should nevertheless be some 
supervision and coordination by the central authorities over their 
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budgeting. This seems to be the only satisfactory arrangement from 
the financial point of view. Any other arrangement tends to 
duplication of work, increased operating costs, and even extrava- 
gances in management on the part of the semi-independent agencies. 

By the coordination of the financial requirements of independent 
local units of government within the same area, we do not mean 
that these requirements must all be set up and balanced in one 
super-budget. This is unnecessary even from the standpoint of 
the comprehensiveness of the budget. It may easily be overdone, as 
seems to be the case with respect to the inclusion of the financial 
requirements of the District of Columbia in the national budget. 
Here is a local unit of government — in reality a large city govern^ 
ment — included in the national budget, and for no other apparent 
reason than that Congress has direct control over it. For all prac- 
tical purposes, the District is treated as an administrative department 
of the national government. There seems to be no justification for 
this, at least, from the standpoint of the budget. While it seems to 
be generally agreed among those who have made a careful study of 
the situation that the budget of the District should be separate from 
that of the national government, there is a difference of opinion 
as to whether or not Congress should continue directly to scrutinize 
and to authorize the budget of the District. W. F. Willoughby, 
an authority on the national administration, asserts that the budget 
of the District should not only be distinct from the national budget 
but that authority should be vested in the District commissioners 
to prepare and adopt it.^ On the other hand, Louis Brownlow, who 
was for several years a commissioner of the District, is of the’ 
opinion that while a separate budget for the District is desirable, it 
should be subject to congressional control. He believes that the Dis- 
trict budget should be prepared by the local authorities, but that 
Congress should examine, revise, and authorize it. 

Subsidised Privafe Agencies.— Finslly, we should note briefly 
the effect upon the budget of subsidies to private agencies. In 
several states and cities it is the practice to subsidize privately owned 
and operated institutions and agencies, which are expected to pro- 
vide certain services in return for the financial aid thus given. For 
example, the state of Maryland appropriates varying sums of 
money, ranging in amount from $500 to $75,000, to more than a 
hundred private institutions and agencies, the aggregate being more 
than a million dGllars a year. The state of Pennsylvania likewise 
appropriates large amounts of money for similar purposes. The 

^ W. F. Willoughby, The National Budget System, xg2y, pp, 246-248. 
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city of New Orleans appropriates from the municipal treasury to 
the maintenance of more than fifty private institutions and agencies. 
The bulk of such governmental aid, in the case of state and city 
governments, is contributed to educational and welfare institutions 
and agencies, although in certain states some of it goes to agencies 
for the promotion of agricultural interests. 

Some authorities have questioned the wisdom of government aid 
to private agencies and have recommended that public funds be not 
used for such purposes. Certain states, for example,, Massachusetts, 
have followed these recommendations by enacting legislation which 
forbids appropriations being made to private agencies under any 
condition. In those states and cities where aid to such agencies is 
permitted, it would seem to be justified only when much needed and 
satisfactory service is rendered in return for the money appropri- 
ated. Each private agency receiving government aid should be re- 
quired to furnish a complete report on the services which it rendered 
through the use of the public funds and the essential facts of this 
report should appear in the budget in support of its request for 
continued aid. 

The Form and Contents of the Budget Document.“We now 
come to a discussion of the budget document and the form that it 
should take in presenting the financial plan of the government. 
Should each governmental unit have a single budget document? 
If we turn to England, we find that the budget, as formulated; con- 
sists not of one but of several documents — a financial plan pre- 
sented, as it were, in ensemble. There are (i) the detailed ex- 
penditure estimates presented to Parliament before the opening of 
the fiscal year to which the budget applies; (2) the financial state- 
ment, or budget summary, presented to Parliament by the Chan- 
cellor of the Exchequer at the “opening’' of the budget, which is 
some time during the first month of the fiscal year; (3) the “budget 
speech” made by the Chancellor at the time the financial statement 
is presented; and (4) the budget bills — ^appropriation and revenue 
measures— which are drafted several weeks later for the action of 
the House of Commons. In contrast with the English practice, we 
seem, however, definitely to have adopted the idea of having a single 
budget document. Many of our budgetary laws make provision 
for such a document; furthermore, the trend of our experience is 
decidedly in that direction. 

Assuming that we are to have a single budget document, how 
should it be set up and what should it contain? This question is 
not very easily answered either from the standpoint of legal pro- 
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visions or of experience. American practice in this regard is still 
largely in the process of taking definite shape. It is controlled by a 
wide variety of legal provisions, some of which are quite general 
while others are very detailed. Usually the detailed provisions place 
considerable emphasis upon the presentation in the budget document 
of certain accounting and statistical information, such as balance 
sheets and comparative data of one kind or another. If these provi- 
sions are followed literally, the result is likely to be a very dull 
budget document from the standpoint of the members of the legis- 
lative body and the citizens. In fact, the document may be stripped 
of all human interest except for the technician who is able to read 
into dry figures the meaning that gives them life — ^that makes them 
significant in connection with the work of government. 

Legal Provisions Relative to the Budget Document , — Let us note 
briefly a few of the legal provisions with reference to the form and 
contents of the budget document. The national budget and account- 
ing act, adopted in 1921, stipulates that the budget document must 
show the following : the estimates of expenditures for running the 
government for the ensuing fiscal year, the estimates of Congress 
and of the Supreme Court being included without revision ; the esti- 
mates of receipts for the ensuing fiscal year under the existing laws 
and under the revenue proposals, if any, made by the President ; the 
expenditures and receipts during the last completed fiscal year; the 
estimated expenditures and receipts during the fiscal year in prog- 
ress; the amount of appropriations available for expenditure as of 
November i of the fiscal year in progress ; balanced statements of 
the condition of the treasury at the end of the last completed fiscal 
year, the estimated condition at the end of the fiscal year in prog- 
ress, and the estimated condition at the end of the ensuing fiscal 
year if the budget proposals are adopted; all essential facts regard- 
ing the bonded and other indebtedness of the government ; and such 
other financial statements and data as are necessary or seem desir- 
able to understand the financial condition of the government. If 
the estimated receipts of the ensuing fiscal year are not sufficient to 
meet the expenditure proposals of the budget, the President must 
recommend new taxes, loans, or other means to meet the deficiency. 
On the other hand, if the estimated receipts are greater than the 
proposed expenditures, he must make such recommendations as In 
his opinion the public interests require. 

Among the states, the provisions of Maryland, Virginia, and 
North Carolina are typical examples of the legal requirements with 
respect to the budget document The form of the Maryland budget 
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document is prescribed at considerable length in the constitutional 
amendment adopted in igi6. Two budgets, each covering a period 
of one year, must be prepared for the biennium and each of these 
must be divided into two parts. One part is called ‘ 'governmental 
appropriations,’’ and includes estimates of appropriations for the 
legislature, the executive, the judiciary, to pay the interest and prin- 
cipal due on the state debt, to pay the salaries prescribed in the con- 
stitution and general laws, to maintain the public schools, and for 
other purposes set forth in the constitution. The other part is 
designated "general appropriations,” and includes all other esti- 
mates. Furthermore, the budget document must contain a complete 
plan of proposed expenditures and estimated revenues and must 
show the estimated surplus or deficit of revenues at the end of each 
year covered by the budget. In addition, the budget document must 
carry statements showing the expenditures and revenues for the 
current and the preceding years, the debts and funds of the state, 
and finally a balance sheet. A few states, notably West Virginia, 
have adopted almost identical provisions. 

The Virginia budget law, enacted in 1918, requires that the bud- 
get document must contain a complete and itemized plan of all 
proposed expenditures for each state agency, classified by function, 
character and object, also the estimated revenues and borrowings 
for each year of the ensuing biennial period. Alongside each item 
of proposed expenditures the document must show in parallel col- 
umns the amounts appropriated for each of the last two preceding 
appropriation years, and the increases or decreases in each case. 
The budget document must be accompanied by a statement of 
revenues and expenditures for each of the two preceding appropri- 
ation years, a current balance sheet, a debt and fund statement, a 
statement of conditions of the treasury at the beginning and end 
of the two appropriation years covered by the budget, a balance 
sheet for the state at the close of the last preceding fiscal year,^ a 
general survey of the state’s financial and natural resources, with a 
review of its general economic, industrial and commercial con- 
ditions. Several states have practically copied the Virginia pro- 
visions. 

The North Carolina budget law of 1925 stipulates that the budget 
document must contain a complete and itemized plan of all pro- 
posed expenditures of the government and of the estimated revenues 
and borrowings for each year of the ensuing biennium. The ex- 

^ The appropriation year in this state is not the same as the fiscal year, the 
former beginning on March i and the latter on July i. 
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penditures must be shown in parallel columns for the two years 
immediately preceding the budget period with the increases and 
decreases indicated. The budget must clearly diiferentiate between 
proposed general fund expenditures for operating purposes and for 
capital outlays. Accompanying the document must be a message, 
prepared by the governor, outlining the financial policy and program 
for the budget period and supporting his recommendations; an 
itemized and complete financial statement at the close of the last 
preceding fiscal year ; a statement of special funds ; and a statement 
showing the condition of the state treasury at the beginning and 
the end of each of the years covered by the budget. 

Provisions similar to those of the states just cited are to be found 
in a number of city charters and general state laws relating to 
budgeting in local governments. These provisions sometimes per- 
mit budget documents to be set up which are little more than general 
appropriation bills. 

On the whole, the legal provisions are not ver}^ specific as to the 
form of the budget document. They would permit this document 
to be set up in numerous ways, none of which may be satisfactory. 
It is one thing to specify certain financial data which are to appear 
in the budget document, but it is another thing to arrange these data 
in orderly form. The latter is just as important as the former. In 
the few instances where the form of the budget document has been 
outlined in the law, it has not been entirely practicable to follow the 
provisions. Take, for example, the provisions of the Maryland 
budget amendment, noted above, which require that separate bud- 
gets be prepared for each year of the biennium and that each of 
these be divided into two parts, designated as ''governmental appro- 
priations'' and "general appropriations." The intention of the 
separate budgets was evidently to make each fiscal year stand on its 
own bottom financially. This might easily have been accomplished 
through a single budget document by merely separating the financial 
requirements for each year. In actual practice this is what was 
done. The other provision, however, was not so easily met The 
"governmental appropriations" apparently referred to those expen- 
ditures which might be termed obligatory, while the "general appro- 
priations" included those expenditures which were more or less 
optional. A division of the budget on such a basis meant cutting 
across several organization units, thus splitting their requirements 
for current purposes between the two parts. As a practical arrange- 
ment this was regarded as unsatisfactory, so an arbitrary division 
of the budget was made along organizational lines. This illustrates 
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how detailed legal provisions, if followed to the letter, may some- 
times hinder rather than aid in the preparation of a simple and 
understandable budget document. 

Existing Practices Relative to Form of the Budget Document.— 
If we turn to budgetary practice to see what it has developed rela- 
tive to the form and contents of the budget document, we find there 
are almost as many types of this document as there are govern- 
mental units operating under the budget system. Budget docu- 
ments appear in all sizes from regular octavo size to large atlas 
size; usually they are printed, but sometimes they are reproduced 
by mimeograph or a similar process. Now and then a state or 
municipality does not publish its budgetary data in any form; no 
effort is made to compile the estimates for public information. 
Practically every published budget is lacking in some of its essential 
parts, or the information which it contains is poorly arranged. 
Sometimes the budget contains only expenditure data without even 
a brief statement of governmental income. For example, New 
York City publishes annually a large volume of over five hundred 
pages, known as the budget, which presents only the detailed ex- 
penditure estimates and proposed appropriations without summaries 
or totals. By no stretch of the imagination can such a document 
be called a budget, however well it may present the expenditures 
of the government. In several cities the budget is nothing more 
than a segregated appropriation ordinance, which is printed previ- 
ous to its passage by the council. Sometimes the budget presents 
only a short statement of anticipated revenues and a brief sum- 
mary of proposed expenditures, the detailed estimates and support- 
ing information not being printed. Some states and cities follow 
this practice. However, the budget documents of the national 
government and of a few state and local governments are now pre- 
sented in fairly complete form. They show both the proposed 
expenditures and the anticipated income of the government, bal- 
ancing the one with the other in a summary statement which is 
supported by certain detailed data. This latter type of budget docu- 
ment is what we propose to discuss in the subsequent pages of this 
chapter; 

Suggested Form of the Budget Document.— AnytdSmg like a 
standard form of budget document is still undeveloped in the 
United States. Furthermore, so far as we have gone in that direc- 
tion, the existing legal provisions have not greatly assisted us. The 
technique of correctly presenting the financial plan and supporting 
information in the budget document must, after all, come from 
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practice rather than from legal requirements. Our budgetary ex- 
perience up to this time indicates quite clearly that the form of the 
budget document should be such as to set forth a general picture 
of the government’s financial requirements, which in turn should be 
explained by detailed estimates and comparative information. Fur- 
thermore, it appears that the financial plan — all proposed expendi- 
tures and means of financing them — can and should be presented 
in summary and balanced form, preferably on a single-page state- 
ment placed at or near the front of the budget document. The 
remainder of the document can then be visualized as consisting of 
supporting schedules, explanatory statements, and detailed informa- 
tion relative to this statement. Budget laws generally fail to make 
any provisions for such a summary and balanced statement, and 
therefore overlook the most essential feature of the budget docu- 
ment. 

Upon the basis of American experience and with a view to prac- 
tical ends, we are of the opinion that the budget document should 
be set up in three parts, the nature and contents of which are as 
follows : 

Part I should show the financial plan as a summary and balanced 
statement, explained by a budget message and supported by a few 
schedules and charts. This part, covering only a few pages in the 
front of the budget document, would enable the citizens and tax- 
payers to get a bird’s-eye view of what the government proposed 
to do, how much it expected to spend, and where it intended to get 
the money. For general public information, this part of the budget 
document might be printed separately at much less cost than the 
entire document, thus giving the budget a much wider circulation. 
This practice is followed in publishing the national budget. 

Part II should present the detailed financial plan and all the infor- 
mation upon which the first part is based, such as the expenditure 
and revenue estimates, comparative expenditure figures, cost data 
where available and pertinent, and statements of the financial con- 
dition and operations of the government In other words, the 
second part of the budget document would exhibit to members of 
the legislative body and the public all the detailed facts necessary to 
support the general summary of the financial plan contained in 
Part 1. It would be by far the largest part of the budget document, 
varying in size more or less in direct proportion to the volume of 
expenditures made by the government. 

Part III should contain the appropriation, revenue, and borrow- 
ing measures which are legally required to carry the financial plan 
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into operation. While the inclusion of these measures in the budget 
document is not widely sanctioned by present usage, it is never- 
theless quite desirable. Wherever the budget law requires such 
measures to accompany the budget, they ought to be included as a 
final part of the budget document. This is the recent practice in 
North Carolina where the budget contains the bills designed to 
carry out the governor’s recommendations. Of course, these bills 
may also be printed sepai*ately in sufficient quantity for the con- 
sideration and action of the legislative body. 

The discussion in the remainder of this chapter will be limited to 
Parts I and II of the budget document as outlined above. Part III, 
covering the appropriation and other measures, sometimes referred 
to as the budget bills, will be treated in the next chapter. In taking 
up Part I of the budget document, we shall discuss its essential 
features in the following order: (i) the budget message, (2) the 
general budget summary, and (3) the supporting schedules. 

The Budget Message. — When properly prepared, the budget 
message is the means of vitalizing the financial plan. It is analogous 
in some ways to the ‘budget speech” of the English Chancellor of 
the Exchequer.^ It enables the budget maker to present his financial 
proposals in understandable terms to laymen whether they be mem- 
bers of the legislative body or taxpayers. It is the means of break- 
ing away from the technical vocabulary of the accountant and the 
statistician — from such terms as “assets and liabilities,” “operation 
accounts,” “fund statements,” “averages,” and “ratios,” — and of 
stating the budget plan in the everyday language of the people. 
When so stated, this plan becomes news and the papers will rarely 
fail to give it first-page space. 

The budget is, after all, much more than an orderly arrangement 
of figures on the basis of existing accounting and statistical methods. 
It mirrors, in a way, the economic conditions and the social prob- 
lems of the community, the state, or the nation, as the ease may be, 
at the time it is formulated. As Gladstone, the master budgeteer 
of England, is imputed to have said : “Budgets are not merely affairs 
of arithmetic, but in a thousand ways go to the root of the pros- 
perity of individuals, the relations of classes, and the strength of 
kingdoms.” Such fundamental aspects of the budget cannot be set 
forth in tables of figures, no matter how arranged; they must be 
brought out, if at all, through the medium of the budget message. 

What should the budget message contain? It is difficult to out- 
line the things which should be presented in this message except 
^See below, p. 381. 
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in the most general way. The contents and the maimer of present- 
ing such a message will depend upon the size, jurisdiction and 
general conditions of the government to which the budget relates. 
Obviously the budget message of a local government would not 
require the same kind of treatment as that of a state government ; 
furthermore, the changing conditions of a particular government 
would demand that the emphasis of the message be shifted from 
year to year. However, in general, the following points ought to 
be discussed in the budget message. 

1. The financial condition of the government — whether one of 
surplus or of deficit — should be set forth as of the beginning of the 
budget period. This requires a brief review of the current opera- 
tions of the government ; perhaps an enumeration of the outstand- 
ing revenue and expenditure problems of the current period. The 
major budget proposals of the current year should be discussed 
briefly, showing to what extent they have been carried into effect. 
In this way, the proposed budget is approached in the light of the 
experience of the period immediately preceding it. 

2. The financial policy as outlined in the proposed budget should 
then be discussed. This involves the relation of anticipated income 
to estimated expenditures for the budget period as presented on the 
general budget summary. Particular attention should be given to 
the means of financing the budget, emphasizing any changes in the 
general tax rate or amendments to existing revenue laws. Pro- 
posed new sources of revenue or any general problems of taxation 
affecting the government should also be discussed. A statement of 
the wealth and taxable property under the jurisdiction of the gov- 
ernment, as well as the conditions of business, industry and com- 
merce, may also be included in this connection. The expenditure 
side of the proposed budget should be taken up at this point and 
discussed as a whole, special emphasis being placed on any unusual 
or extraordinary outlays. In this way, the general features of the 
proposed budget would be presented. 

3. Having disposed of the general features of the proposed bud- 
get, the detailed expenditures for operation and maintenance may 
next be considered. These should be discussed under the headings 
of the various departments, institutions, or agencies to which they 
refer. Any proposals for economy or for a shift in expenditure 
emphasis relative to the work of any organization unit should be 
brought out in this part of the message. This may lead to a dis- 
cussion of departmental or institutional reorganization, salary stand- 
ardization, centralized purchasing, cost accounting, etc. The social 
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phases of the government’s work ought not to be neglected at this 
point 

4. Expenditures for capital purposes., such as buildings, improve- 
ments, and land, may next be considered. All important construc- 
tion projects should be explained. If the government has previously 
adopted a long time financial program for the orderly development 
of improvements or activities, the message should show just how 
such program is being realized each year through the budget. The 
extent to which the cost of improvements is being met out of cur- 
rent revenues, bonds, or special assessments should be noted. Ques- 
tions relating to institutional plant development or the housing of 
governmental agencies would be dealt with at this point. 

5. The government’s indebtedness ought to be discussed at least 
briefly in the budget message. This should cover the condition of 
the sinking funds, if any, the redemption requirements of the bud- 
get period, and the effect on the existing debt of any proposals for 
new bond issues. 

Budget messages do not, as yet, appear in very many of the 
budget documents produced in this country. One of the best ex- 
amples of such a message is to be found in the national budget. 
Since the establishment of the federal budget system in 1921, it 
has been customary (although not legally required) for the Presi- 
dent to explain his financial proposals in a short message which 
is printed in the front of the budget document. When the budget 
goes to Congress early in December of each year, this message is 
printed in whole or in part by all the leading newspapers of the 
country and widely commented on in the editorial columns of 
papers, journals, and magazines. It is almost entirely through the 
budget message that the people of the United States get an impres- 
sion of the President’s budget plan, since comparatively few ever 
see the printed budget document. This fact alone lends great weight 
and significance to the budget message of the President. 

Among the states, the most notable examples of budget messages 
at the present time are those of the governors of New York, Cali- 
fornia, Massachusetts, North Carolina, New Jersey, Pennsylvania, 
Virginia, and the Territory of Hawaii. Perhaps three- fourths of 
the state budgets do not contain any kind of a message by the budget- 
making authority. Usually there are letters of transmittal, but 
these do not explain the budgetary proposals and hence are in no 
sense messages. In each of those states where a message is pub- 
lished in the budget document, it is generally commented on by the 
press of the state. This helps greatly to make news out of the 
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budget and to acquaint the people with the financial requirements 
of their state government. 

Local budget-making authorities have not yet made much use of 
the budget message. Only a few city managers or mayors have 
attempted to present their budgetary recommendations to mem- 
bers of the council and to citizens through the medium of a mes- 
sage. It is argued that the local budget message is largely gratuitous 
since the budget maker may, in the case of manager governments 
and in several other instances, appear before the council to explain 
in person his budgetary proposals. While this is true, such pro- 
cedure does not fully satisfy the need. If the message accompanies 
the budget when submitted to the legislative body, the local papers 
will take more notice of the financial plan and it will consequently 
receive greater attention from the public, which is highly desirable 
from the standpoint of an effective budget system. Undoubtedly, 
the budget makers of local governments are beginning to realize the 
importance of the budget message. Notable examples of such mes- 
sages are to be found in the 1929 budgets of Berkeley, Calif., Dur- 
ham, N. C, Lynchburg, Va., and Rochester, N. Y., all of which 
were prepared by city managers, and also in the 1929 budgets of 
Boston, Mass., and Toledo, O., which were prepared under the direc- 
tion of mayors. 

The General Budget Summary. — The second essential feature 
of the budget document is the summary statement setting forth a 
general picture of the financial plan. This statement should be 
brief enough to be printed on a single page ; yet, it should compre- 
hend all the financial requirements of the government for the budget 
period. It should be set up in such manner as to exhibit a balanced 
relation between the proposed expenditures and the anticipated in- 
come of the government. This does not mean, however, that it 
should be similar in form to a balance sheet. In fact, if it is to be 
compared to any regular accounting form, it should be more in the 
nature of an operating statement of the government projected over 
the period covered by the budget. However, it should not contain 
accounting terminology which is wholly unfamiliar to laymen, and 
it should not be set up in such form that citizens and taxpayers can- 
not with reasonable effort comprehend it. This one fact should 
always be kept in mind: the general budget summary is for the 
information of the legislative body and the public, not the tech- 
nicians. 

Existing Practices Relative to Budget Summaries . — In practice 
nearly all our budget documents — ^national, state and local — ^con- 
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tarn summary statements or tables of one kind or another. Ameri- 
can budget makers seem generally to recognize the necessity for 
summarizing the financial plan, but they do not as yet follow any 
uniform scheme in doing so. They often fail to show in a single 
statement the total governmental expenditures in relation to the 
total means of financing, and they frequently do not present the 
financial condition — surplus, deficit, or exact balance — which it is 
estimated will exist at the end of the budget period. They, there- 
fore, fall far short of setting up a real budget summary. 

Let us turn to the English budget and see what it contains in the 
way of a balanced summary statement. As we have already pointed 
out, this budget consists of several documents; however, one of 
these — ^the financial statement — contains a complete summary of the 
budget for the forthcoming fiscal year.^ This summary taken from 
the budget for 1928-29 is herewith reproduced as Figure i. It is 
contained on a single page, 6 by 9^4 inches. It is divided into two 
parts: first, the “ordinary revenue and expenditure’’ and, second, 
the “self-balancing revenue and expenditure.” The first part con- 
tains the general budget of the government; the second part, the 
financial requirements of the major public undertakings. The esti- 
mated income of the general budget is shown on the left-hand side 
and the estimated expenditures on the right-hand side of the first 
part. These are balanced. The revenue is shown according to the 
main sources; the expenditures are divided as between the con- 
solidated fund services (permanent appropriations) and the supply 
services (annual appropriations). The sinking fund provisions are 
shown separately on the expenditure side. The second part is a 
new departure, this being the first time that it has been shown 
separate from the general budget. Prior to the 1928-29 budget, 
the requirements of the Post Office and the Road Fund were shown 
in gross amounts in the general budget. But in this budget only 
the net result of operation is shown in the general budget, which in 
both cases is a surplus, the Post Office surplus amounting to 
£8,186,000. In explaining this change, the Chancellor of the 
Exchequer, Winston Churchill, said in bis budget speech before the 
House of Commons on April 24, 1928: 

According to the doctrines of Sir Robert Peel and Mr. Gladstone, the 

^ Practically all of the countries of continental Europe also present their budgets 
through such summary statements. These statements, of course, vary from one 
country to another, but in general they lay great emphasis on the revenue side 
and show the resulting surplus or deficit at the end of the budget period. This 
applies to the local, as well as the national, budgets of these countries. See, for 
example, Charles Sol, Le Budget Municipal, ig 2 S, PP» 40-102. 
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presentation of gross estimates was to be encouraged, and respectable rea- 
sons can be found for it. But as the consequent meaningless inflation of the 
total figure has proved a stumbling block to a numerous tribe of political 
quadrupeds, I have thought it desirable on this occasion and for the future 
to make a change. ... It is a matter of common agreement between the 
financial authorities of all parties, I think, that the growth in the self-balanc- 
ing expenditure of the Post Office and the Road Fund grants ought not to 
appear in our accounts on precisely the same footing as an increase in ordi- 
nary burdensome expenditure. . . . The changes which I propose are 
of the simplest character. In the statement of ordinary revenue and expen- 
diture I leave only the surplus of the Post Office and the excess of the 
Motor Vehicle Duties over the Road Fund grants. The Post Office expen- 
diture and the Road Fund grants are shown quite separately as self-balancing 
items. The amount of the Sinking Fund provision will also be kept outside 
the total expenditure and shown in its proper place, namely, beside the pro- 
spective surplus of the year. 

In the absence of specific legal requirements, it is interesting to 
note w'hat types of budget summaries have evolved through prac- 
tice in the United States. The national budget document shows a 
balanced statement of ordinary expenditures and receipts for the 
fiscal year covered by the budget and for each of three preceding 
fiscal years. The figures for each year are shown in parallel col- 
umns and the condition of the treasury at the end of each year is 
set forth at the bottom of the statement. The expenditures are 
classified by organization units, that is, by departments and agencies 
of the government, and the receipts by sources of revenue. By set- 
ting down a list of the various organization units, the length of the 
statement is increased until it covers three pages. Supporting 
schedules are indicated by page number on the summary statement. 
This statement is by no means as effective in presenting the financial 
plan as the English budget summary. 

Among the state governments, the budget document of Massa- 
chusetts contains a balanced statement similar to that of the national 
budget. Comparisons are made in the case of receipts with the year 
preceding the budget year. Receipts are classified mainly by col- 
lecting agencies rather than by sources of revenue ; expenditures are 
shown by organization units. The statement is fairly compact, 
being set up on two facing pages. 

The North Carolina state budget for 1927-1929 presents a con- 
cise summary statement, which is herewith reproduced as Figure 2. 
This statement sets up for the general fund the money available 
to finance the proposed expenditures from this fund according to 
certain major groups, striking a balance at the end. Only the bien- 
nium covered by the budget is shown; there are no comparative 
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data from previous years. Such data are shown, if at all, in sup- 
porting statements or schedules. While the groups or subheads 
under both income and expenditures are not the most satisfactory 
that might be devised for a statement of this kind, they, at least, are 
not misleading. A better classification from the standpoint of bud- 


BUDGET STATEMENT NO. t 

A SUMMARY OP THE BUDGET FOR THE FISCAL YEARS ENDING 
JUNE 30, 1928 AND 1929 


'i 

The Biennium 1927-29 


1927-28 

1928-29, 

Estimated Availability: 



The Credit Balance estimated at June 30, 1927 is allocated to each year of 



the ensuing Biennium - 

? 700,000 

1 593,138 

The Budget Revenue Bill is .expected to yield as follows: 



Schedule A — Inheritance 

1 1,000,000 

1 1,400,000 

B— B usi ness Licenses ..i 

1,850,000 

1.9-10.000 

C— Franchise 

3.498,000 

3,548.000 

i D— Income 

6,250,000 

6,250.000 

jj The Miscellaneous Revenues— Earnings and Fees of Departments, 



j| Interest on Bank Balances, Dividends— are estimated 

1,410,345 

1,453,345 

H Total Available - 

S 14,708,345 

$ 15,154,483 

'1 

^ Proposed Obligations: 



Oeiieral Assembly 

1 

S 166,754 

j Judiciary 

383.500 

383,500 

;< Executive Departments 

153,750 

166,250 

! Administrative (includes State Aid thru Departments) 

4,470,900 

4,469,600 

Public Printing 

2,860 

2,860 

1 Miscellaneous : 

65,300 

45,300 

t Contingency and Emergency - 

200,000 

200,000 

1 Educational I nstitutions 

2,415,500 

2,559,000 

Charitable and Correctional Institutions 

2,296,500 

2,352,000 

Pensions 

1,203,300 

1,203.300 

Total other than Debt Service 

$ 11,191,610 

k 11,538,564 

1 Debt Service. 

3,494,495 

3,585,495 

Total Proposed Obligations 

: 

:$ 14,686,105 

■$ 15,124,059 

Unappropriated— Availability estimated exceeds Proposed Obligations.. 

S 22,240 

'% , , 30,424 

1 ■ ' ' . 

or an Estimated Credit Balance at the end of the Biennium of 

1.. 

$ ■, ■ 52,664 


Figure 2. Budget Summary Reproduced from the North Carolina State Budget for 

1927-29. 


get planning is discussed below.^ On the whole, the North Carolina 
summary budget statement represents a very good attempt to set 
forth (for the general fund) the financial plan of a state govern- 
^ See below, Figure 5 and discuss in connection with it, pp. 67-71. 
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ment on a single page.^ The budgets of California and Maryland 
contain summaries of a somewhat similar character, which com- 
prehend all state funds. 

The budget documents of city and county governments are sum- 
marized in much the same way as those of state governments. Not 
many of these documents are worthy of imitation in this respect. 
The 1928 budget of Rochester, New York, however, contains a very 
good summary, which is herewith reproduced as Figure 3. It sets 
up the expenditures according to two major groups and divides the 
means of financing into four groups. Further subdivision might 
be made to advantage, as indicated below on Figure 5. Both ex- 
penditures and means of financing are distributed according to 
funds. Where the government has. only a few funds, this distribu- 
tion can be made on the general budget summary. However, in 
most cases, it is much better to show the distribution by funds on 
a supporting schedule to the general summary. No comparative 
data relating to the expenditures or the revenues of the city govern- 
ment for previous periods are presented on the summary state- 
ment; these are set forth on supporting schedules. Several other 
city budgets contain summaries presented in somewhat different 
form. 

Among the budgets of county governments, which are all too 
rare at the present time, the 1929 budget document of Hennepin 
County, Minnesota, is notable for its general summary.^ This sum- 
mary is herewith reproduced as Figure 4. It sets. forth the essential 
facts about the county’s financial plan, showing both expenditures 
and income and balancing the one with the other for the budget 
year. It gives comparative figures for the two preceding years, 
indicating in the case of expenditures the increases or decreases of 
the budget proposals over these figures. The columns showing the 
increases or decreases are of doubtful value, particularly on the bud- 
get summary, as we shall explain later. The income is shown by 
setting down the estimated amounts from the various sources of 
miscellaneous revenues, which, when totaled and deducted from 
the proposed expenditures, gives the amount required from the 
general property tax to balance the budget. A certain percentage of 
this amount, which has been shown by previous experience to be 

W' lt is defective, however, in that it does not comprehend the transactions of 
all the state funds. 

This budget document was prepared under the direction of F. R. Chailquist, 
chief accountant of the Hennepin County auditor’s department, Minneapolis, Min- 
nesota. The document is mimeographed instead of being printed. 
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uncollectible, is added to it, thus giving the total to be levied on 
the general property. 

Suggested, Forms for General Budget Summary . — From the fore- 
going discussion, it is apparent that some standard forms for a 
general budget summary may be easily designed for use by the 
various governmental units in the United States. It is also evident 
that these forms ought to vary somewhat as to their contents, owing 
to the diversity of functions and the complexity of operations in 
the different governments. With this in mind, we have designed 
three forms, any one of which may be used to present the general 
budget summary. Each of these forms will now be illustrated and 
described at some length. 

The first form, designated as the '‘general budget summary in its 
simplest form,'’ is shown in Figure 5. This form presents only 
the most essential features of the general budget summary. It is 
clearly divided into two parts, presenting the two sides of the budget 
— the expenditure side and income side. The expenditure side is 
set forth under four headings, according to the general character of 
governmental payments.^ These headings have certain advantages 
over other groupings in presenting the expenditure side of the bud- 
get on the general summary. They not only indicate the general 
nature of the expenditures by segregating the expenses of adminis- 
tration and operation from the other costs of government, but they 
serve as a kind of index to the method of financing the budget. For 
example, under normal conditions, borrowings should be used to 
finance only the third group, namely, the acquisition of properties ; 
the other groups of expenditures should be met out of current 
revenues. In some of the budget summaries noted above, the ex- 
penditures are shown by functional groups or even by organization 
units. This arrangement sometimes makes a rather long statement 
out of the summary and, besides, it does not separate expenditures 
for current expenses and obligations from those for the acquisition 
of properties or for the payment of debts. In other words, it seems 
preferable to indicate the general character of the expenditures on 
the budget summary rather than to show the organization units or 
groups of units making the expenditures, since the former classifica- 
tion is indicative of the method to be used in financing the budget 
while the latter is not. 

The income side is divided into three general groups, according 
to the sources from which the receipts come. To the total income 

^The character grouping of expenditures is fully explained in the subsequent 
chapter on classification. See below, pp. 209-21 1. 
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for the budget period is added the surplus at the beginning of that 
period; this gives the total means of financing the expenditures pro- 
posed in the budget. By deducting the expenditures, the surplus at 
the end of the budget period is shown at the bottom of the sum- 
mary. In this way the budget is exhibited as a balanced plan. If 
the government should have a deficit at the beginning of the budget 
period, it may be added to the total expenditures shown in the first 
part of the summary, or it may be deducted from the total income 

GENERAL BUDGET SUMMARY 


For the Fiscal Year Beginning ,19... 


Supporting 
Schedule Nos. 

Budget 

Proposals 

Expenditures 

Current expenses 

Current obligations (fixed charges) . 

Acquisition of properties 

Debt payments . 

Total expenditures . 

Income 

Revenues 

Borrowings 

Sales of properties ? . , . . 

Total income 

Surplus at beginning of fiscal year 

Total means of financing . 

Less total expenditures 

Surplus (or deficit) at end of fiscal year ...... 

L 3 

L 3 

L 3 

5, 6, 8 




2, 4 

4, 7, S 

4 




4 







Figure 5. General Budget Summary in Its Simplest Form. 


for the budget period. Perhaps the former method of showing the 
deficit is better. Some state and city budget-making authorities do 
not yet seem to see the necessity for taking into consideration the 
surplus or deficit at the beginning of the budget period in setting 
up the income side of the budget. They insist on starting each 
budget period with a clean slate no matter what the financial con- 
dition of the government may be at that time. Their budget sum- 
maries are prepared as if the government were newly organized and 
beginning its business for the first time at the opening of the budget 
period. This, of course, does not represent the actual situation. 
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The financial condition of state and local governments at the begin- 
ning of the budget period should undoubtedly be taken into account; 
otherwise, there can be no definite assurance that their budgets are 
properly balanced. Fortunately, this is already the general practice 
in such governments. The national government, however, does not 
adhere to this practice. Since the budget system was established in 
1921, the surplus at the beginning of the fiscal year has not been 
included as a means of financing the budget, but it has been applied 
mainly to the redemption of the national debt. For example, the 
surplus for the fiscal year 1927 was $635,809,921, according to the 
Treasury statement of June 30, 1927. Of this sum, $612,000,000 
was applied to debt retirement. Under the operation of the budget 
system, the national government has so far been fortunate enough 
to close each fiscal year with a surplus, which has been quite large 
in some years. If the reverse condition should be true in the future 
(and it is not at all unlikely), then it would be necessary to take 
some account of it in the budget. 

If budgetary estimating could be reduced to an exact science, 
there would be neither surplus nor deficit at the end of the fiscal 
period. In the nature of things, such great accuracy is rarely, if 
ever, possible. The expenditure plan can be more or less rigidly 
adhered to, but a number of things may conspire to upset the esti- 
mates with reference to reveniie collections. In many local govern- 
ments, where the chief source of revenue is the general property 
tax, the amount to be levied in order to balance the budget con- 
stitutes the maximum sum which can possibly be collected from that 
source. On the other hand, the fact that errors arising from irregu- 
lar or duplicate assessments may have crept into the tax rolls upon 
which the levy is based, or that reductions in individual assessments 
may be granted subsequently on appeal by individual owners to 
superior administrative authorities or to the courts, will tend to re- 
duce the actual collections below the amounts estimated for the pur- 
pose of making the levy. If, therefore, the expenditure and the 
income sides of the budget are exactly in balance, this reduction in 
collections below the estimates may result in a deficit at the end of 
the period. In order to provide for this contingency, the budget is 
sometimes drawn so as to show an estimated surplus at the end 
of the period. In the absence of better methods, this plan of show- 
ing an estimated surplus, instead of an exactly balanced budget, is 
justifiable. On the other hand, there can never be any justification 
under normal conditions for an unbalanced budget showing a deficit. 

This budget summary (Figure 5) is designed to cover a definite 
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period, namely, the fiscal year. This is the budgeting period for 
the national government, all local governments, and a few of the 
state governments. Where the budget extends over a biennium, as 
in several of the states, the budget proposals should be shown in 
two columns, one for each year of the biennium. This seems to be 
advisable, even though the appropriations are made for the entire 
biennium rather than for each of the fiscal years. 

A column is provided on this budget summary in which the num- 
bers of the supporting schedules are indicated. These numbers are 
an aid to quick reference.^ Comparative figures covering each of 
the two years immediately preceding the budget period are omitted, 
but these figures may be shown on the form by adding additional 
columns.^ It should be understood, however, that the amounts of 
the same item in different years may not be comparable owing to 
the character of the expenditures, to a change in financial policy, or 
to extraordinary conditions. For this reason, comparative data may 
be presented to better advantage on the supporting schedules to the 
general budget summary. Greater detail can be shown on these 
schedules and explanations can be added whenever necessary. 

No attempt is made on this budget summary form to show the 
funds into which the income goes and from which the expenditures 
are met. In a government, having only three or four funds, it is 
possible to add columns on the right-hpid side of the summary form 
to show the distribution by funds. This has been done on the 
Rochester budget summary reproduced above.^ However, it is usu- 
ally a better plan to present the distribution by funds of both income 
and expenditures on supporting schedules. Information of too great 
variety cannot be showm effectively on the summary form. While 
it is necessary to know the fund restrictions in order to make ap- 
propriations, it does not seem advisable to try to set these up on 
the general budget summary. They are, after all, of secondary 
importance in the financing of the government. This is evidenced 
by the fact that some governments have practically eliminated all 
special funds, their financial transactions being conducted almost 
entirely through a single fund — ^the so-called general fund. 

The second form of general budget summary, shown in Figure 6, 
is designed for those governments which wish to separate the 

Hn this case, they refer to the supporting schedules which will be found in a 
subsequent section of this chapter. 

general budget summary, providing space for comparative figures for two 
years prior to the budget year, is easily designed. See Municipal Finance by A. 
E. Buck and others, 1926, p. 37. 

®See above, Figure 3, p. 66. 
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“operating budget” from the “improvement budget.” While these 
separate parts of the general budget are commonly referred to as 
the “current budget” and the “capital budget,” we have chosen the 
former terms as more nearly representing what we have in mind. 
The operating budget shows on the expenditure side the expenses 
of running the government, including current obligations, minor 
properties, and debt redemption; on the income side, it sets up the 
revenues and the surplus which are anticipated to meet these ex- 
penditures. The improvement budget presents on the expenditure 
side the cost of the major properties which are acquired and the 
investments made in public enterprises, while on the income side it 
enumerates the revenues, special assessments, borrowings, receipts 
from the sales of capital assets, and surpluses in funds which are 
available to finance the expenditures. Revenues are shown as a 
means of financing the improvement budget, since many govern- 
ments pay all, or a part, of the cost of their improvements out of 
current income. Special assessments are shown separately from 
other revenues because of the fact that they are an important means 
of meeting improvement costs in many local governments. Such 
assessments are sometimes used for current purposes, in which case 
they would be included under revenues in the operating budget. 
Borrowings are only included as a means of financing the improve- 
ment budget, it being assuntid that bonds are not normally issued 
to meet current expenses. However, in the event they are issued 
to meet such expenses or to refund outstanding bonds, they should 
be shown as borrowings under the operating budget. The charges 
for the redemption of all bonds, no matter for what purpose they 
are issued, are shown under the expenditure side of the operating 
budget. This merely indicates that the retirement of all indebted- 
ness, as well as the interest thereon, is usually a charge against cur- 
rent revenues.^ Proceeds from the sales of capital assets are in- 
cluded as a means of financing the improvement budget ; however, 
if there are bonds outstanding against the properties sold, they 
should be retired out of the proceeds, and the remainder, if any, 
used for the acquisition of more properties. 

Some have suggested separating from the operating budget only 
those improvements which are financed by the issuance of bonds, 
but this does not appear to be a practicable method from the stand- 
point of the budget as a whole. If a division is to be made in the 

^Special assessment bonds are often an exception. In many cases, they are 
not a charge against any current revenues other than special assessments, when, 
as and if collected. 
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Figure 6. General Budget Summary, Separating Operating and Improvement Requirements. 
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budget, it ought to be drawn along the lines of character of ex- 
penditure rather than means of financing. Less confusion, it seems, 
is likely to result in the popular mind if the character basis is 
followed. 

This budget summary (Figure 6) is merely an amplification of 
the budget summary shown in Figure 5. Both are equally inclu- 
sive, the only difference being that one does not show the outlays 
for improvements separate from the requirements of current opera- 
tion. Much the same type of supporting schedules may be used in 
one case as in the other. 

Sometimes the improvement budget is referred to as the ‘^extra- 
ordinary budget,” thus differentiating it from the “ordinary” or 
operating budget. This terminology has been used to cloak grave 
abuses in budget making. For example, the ordinary budget may 
be balanced by transferring to the extraordinary budget certain 
expenditures which ought to be met currently. The latter budget is 
then balanced, if at all, by public credit. This produces what is 
known as a fictitiously balanced budget, which is a thing to be 
avoided by all public authorities desiring to maintain a sound finan- 
cial policy for their governments. 

The third suggested form of general budget summary, presented 
in Figure 7, is designed to show public enterprises or undertakings 
which are on a self-supporting basis as a separate part of the budget. 
We have already explained why this is desirable in an earlier section 
of this chapter.^ The first part of this summary, which is desig- 
nated as “general,” is the same as the summary shown in Figure 6. 
Only the latter part, headed “public enterprises,” is different. In 
this part, each enterprise is listed separately, its total expenditures 
and reserves being shown on one side and its total income on the 
other side. The total income less the total expenditures and reserves 
gives a surplus or a deficit which is carried to the general budget 
directly above. If the result is a surplus, it is carried to the income 
side of the general budget and added to operating revenues; if a 
deficit, it is carried to the expenditure side directly opposite. The 
same thing is done in the case of each public enterprise. The reason 
for' listing the enterprises separately is to make each one stand on 
its own bottom financially. This seems important enough to show 
on the general budget summaiy. Otherwise, the income and ex- 
penditures of all the enterprises (when more than one) might be 
pooled on the summary and shown separately on supporting 
schedules, 

^ See above, pp. 40 - 4 |» 
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Figure 7, General Budget Summary, Showing Public Enterprises Separately. 
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If the summary forms presented in Figures 5 and 6 are used 
where the government is operating enterprises or undertakings, the 
result is necessarily a gross figure for the general budget. But when 
the budget summary is set up according to Figure 7, it produces a 
general budget which is net so far as the public enterprises or under- 
takings are concerned, since only the net results of their operations 
enter into it. As we have explained above, this method of setting 
up the general budget has certain advantages from the standpoint 
both of the taxpayers and the public enterprises. The general budget 
presents a very different appearance to the taxpayers, according 
as the gross or net amounts of these enterprises are taken into 
account. A gross general budget may give the taxpayers a greatly 
exaggerated notion of both the expenditures and the income of the 
governmental unit. This impression, however, can be avoided by 
the use of the net amounts. Each public enterprise can have its 
complete financial requirements set forth in detail in an annexed 
budget (“annexed” in the sense that it is adjoined to the general 
budget), which we shall explain later in this chapter.^ The annexed 
budget would fully support the expenditure and income items for 
the enterprise as shown on the general budget summary. The 
point at which this annexed budget is to be found in the budget 
document should be indicated in the column for supporting schedule 
numbers on the general budget summary. 

If the net general budget is a good thing in the case of public 
enterprises or undertakings, why is it not desirable in the case of 
spending departments and agencies of the government which take 
in certain receipts that offset, in a way, their expenditures ? It has 
been argued that the citizens are concerned only with the net ex- 
penditures of these departments and agencies ; in other words, wdth 
the amount of the taxes which have to be raised over and above 
their receipts to finance them. Undoubtedly, the size of the tax 
bill is the part of the budget which most impresses the citizens. 
But this fact should not cause us to overlook certain important 
things with respect to the departments and agencies themselves. 
They are not being financed on a self-supporting basis, as in the case 
of the public enterprises. They usually perform regular functions 
of the government and are not in any sense business or commercial 
undertakings. Furthermore, the receipts which they take in are 
more or less incidental to their work. For these reasons, it would 
appear desirable from the budgeting standpoint for such departments 
and agencies to turn their receipts directly into the general treasury 
^ See below, pp. 104- 1 07. 
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Figure 8 . Supporting Schedules i and 2 of the 1929 Budget of Hennepin County, Minnesota (reproduced in part only). 
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and for their gross expenditure requirements to be shown in the 
general budget. There is then no question about their financial 
needs, in every particular, coming under the direct review of the 
legislative body. 

Supporting Schedules to the General Budget Summary. — 
The need for supporting schedules to the general budget summary 
should be apparent from the above discussion. Only the broad 
outlines of the financial plan can be shown on this summary; all 
details must be exhibited on supporting schedules or statements 
and set forth in the budget message or other explanatory text. Thus 
far, no uniform or systematic scheme of presenting the supporting 
schedules has been applied in practice. Budgetary legislation fre- 
quently requires certain analytical and accounting statements of a 
summary character to be set up in the budget document. But these 
statements are often not related to each other ; furthermore, they 
do not support a general budget summary which presents a bird's- 
eye view of the financial plan of the government. 

Nearly all our budget documents — national, state and local — 
contain a number of schedules or statements, either in summary or 
in detailed form. Some of these documents have a large number 
of such schedules or statements. For example, the national budget 
for 1929 had thirty-one summary statements; the North Carolina 
state budget for 1927-1929 had fifteen; the Virginia state budget 
for 1928-1930 had thirteen, the number having been recently re- 
duced. Local budgets do not, as a rule, have many summary state- 
ments ; in fact, they usually have too few such statements. 

If careful attention is not given to the form and contents of 
the schedules supporting the general budget summary, it is likely 
that the number and nature of these schedules will be such as not 
to contribute to a clear understanding of the financial plan. Appar- 
ently, the number of supporting statements to the general summary 
of the national budget might be considerably reduced without any 
loss from an informational standpoint. Some of these statements 
might be consolidated, since they exhibit the same information in 
different forms; others might be eliminated, or placed in Part II 
of the budget, as they are only remotely related to the financial 
plan. In some state budget documents too much emphasis has been 
placed on statistical or accounting technique in setting up the sum- 
mary statements. These statements in the case of the Virginia 
state budget, for example, are decidedly of the statistical type, no 
single, balanced statement being presented for the budget period. 
The recent budgets of Delaware, Pennsylvania, and Rhode Island 
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present summary statements which resemble conventional account- 
ing forms. The Iowa state budget for the biennium, 1927-1929, 
has gone even further in this direction. This document contains 
as its first summary statement a capital balance sheet, which lists the 


SCHEDULE 3 

ESTIMATE OF AMOUNT OF BALANCE (SUSPENSE FUND) WHICH WILL 
BE CARRIED OVER FROM 1928 TO 1929 



1926 

1927 

1928 

Estimated 

Levy on real estate and personal property . 
Less amount not collected within current 
year for current purposes 

$2,560,796 

74.815 

$2,482,247 

83.150 

#2.530.535 

79,200 1 

Amount received for current year purposes 

2,485,981 

2,399,097 

2,451,335 

Receipts from sources other than current real 
estate and personal property levy, Sch. 2, 
not including direct credits to road and 

bridge fund 

Balance from prior year (suspense fund) : 
Unexpended budget items returned . . 
Collections in excess of budget estimates 

556,172 

37,331 

21,794 

573,582 

35,755 

41,321 

534.076 

31.307 

56,702 

Total receipts 

3,101,278 

3.054.755 

3,073,420 

Budget for 1928 - $3,020,728 — ^less i per 
cent which it is estimated on a basis of the 
past three years will not be expended . . 



2 , 990 , 520 

Excess of estimated receipts over estimate 
budget expenditures for 1928 ..... 

Deduction : 

Budget for mothers’ pensions for 1928 is 
$155,000. Expenditures for first six 
months amount to $101,885. Require- 
ments for 1928 will be at least $203,000, 
which means that there will have to be 
expended from the above $82,900 . . . 



82,900 

48,000 

Leaving a net carry-over (suspense fund) 
to 1929 estimated at ....... . 



$ 34,900 


1 1928 estimated at 3.13 per cent of levy, this percentage being the average of 1926 
and 1927. 


Figure 9. Reproduction of Supporting Schedule 3 of the 1929 Budget of Hennepin 

County, Minnesota. 

outstanding bonds of the state and the property owned by the state. 
The result is a large figure, several times the size of the annual 
operating budget of the state government. Most of the information 
furnished by this statement serves no useful purpose in budget plan- 
ning. A large part of the assets represented on the statement can- 
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not be liquidated in order to meet the expenditures of the govern- 
ment; only those assets which can be converted into cash and 
expended currently have any value in financing the budget.^ The 
amount of funded debt payable at some future time and the value 
of fixed properties belonging to the government are facts of little 
or no importance in planning for the immediate needs of the govern- 
ment. 

Budget documents of state or local governments should contain 
six or eight supporting schedules to the general budget summary. 
These schedules should be built up from the detailed estimates and 
other data contained in the budget, and each one should carry a 
number by which it is designated on the general budget summary. 

As a very good example of a simple set of schedules for a local 
budget, we reproduce herewith parts of two schedules (Figure 8) 
and a third schedule in its entirety (Figure 9) taken from the 1929 
budget of Hennepin County, Minnesota. The three schedules con- 
stitute the entire set. The summary which these schedules sup- 
port has already been reproduced.^ Reference to it will indicate 
the manner in which the schedules support it. The first schedule 
presents an analysis of the proposed expenditures by the various 
classes, which are mainly according to objects. These expenditures 
are shown by organization units. They are compared with the actual 
or estimated expenditures of the organization unit for each of the 
two years immediately preceding the budget year. Totals are pre- 
sented for each organization unit, and also at the end of the schedule 
for each class of expenditures. The latter totals correspond with 
those on the general budget summary. The second schedule pre- 
sents a detailed list of all sources of income, showing the amounts 
anticipated for the budget year, the amounts estimated or received 
during the year in progress, and the amounts received during each 
of the two preceding years. The total of each major group corre- 
sponds with the amount shown on the general budget summary. 
Figure 9 reproduces the third schedule which supports the balance 
or surplus carried over from the previous year. It shows in detail 
just how this balance (called in this case the ^‘suspense fund^’) has 
been calculated for the budget year and also for each of the two 
preceding years. 

Suggested Supporting Schedule Fom.?.— While the schedules of 
the Hennepin County budget described above, are adequate for 

^ On this point, see, for example, F. Oakey, Principles of Government Account- 
ing and Ee porting, 1921, p. 9. 

^See above, p. 68. 
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Figure io. Budget Schedule, Showing Expenditures by Organization Units. 
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most counties and for smaller cities, the larger cities and the states 
generally require schedules which are somewhat more elaborate. 
We are therefore outlining below a set of schedules, which we 
believe to be adequate to meet the needs of any state or city govern- 
ment. This set consists of eight schedules, not every one of which 
may be required in each case. These schedules relate directly to 
the general budget summary shown in Figure 5.^ 

The first supporting schedule (Figure 10) is designed to show 
the expenditures under the first three groups of the general budget 
summary classified by organization units, that is, by the depart- 
ments, offices, boards, and other agencies of the government. The 
organization units should appear according to some uniform ar- 
rangement or functional grouping.^ On this schedule, the current 
expenses group is merely subdivided into four classes and the other 
two groups are added. Columns 2 to 9 inclusive should be totaled 
at the end of the list of organization units. These totals should 
agree with those on the general budget summary for each main 
group of expenditures. In the event the budget extends over a 
biennium, there should be two columns under each of the headings 
shown above from columns 2 to 9 inclusive. The current and 
preceding years' expenditures may also be shown by adding two 
additional columns under each of these headings. Flowever, this 
is likely to make an unwieldy form, since it would then have thirty- 
three columns. A better method, in this case, would be to spread 
the expenditures (actual, estimated, and proposed) across the form 
without increasing the number of columns, as has been done in the 
first supporting schedule of the Hennepin County budget (Figure 
8). It will be noted that the last group on the general budget sum- 
mary, namely, debt payments, is omitted from this supporting sched- 
ule, since it is analyzed by other schedules as indicated on the 
general budget summary. 

The next supporting schedule (Figure ii) shows the revenues 
that appear on the general budget summary classified by sources. 
Columns 3 to 10 inclusive of this schedule represent the major 
classes of revenues by sources.^ Additional columns may be pro- 
vided if the budget covers two years or if comparative figures are 
to be shown for the two years prior to the budget period. Again, 
as we have suggested in the case of the previous schedule, these 
figures may be shown without increasing the number of columns. 

^ See above, p. 69. 

^For an explanation of this and other classifications to be used in preparing 
the information for the budget document, see below, Chapter VIL 

® For a discussion of these classes, see below, pp. 217-22^ 



REVENUES CLASSIFIED BY SOURCES 


THE BUDGET DOCUMENT 


83 


Special 

Assess- 

ments 
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Pension 
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ments 

9 


Grants 
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8 


Fines 

and 

Forfeitures 

7 


Interest 
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Premiums 

6 


Services 

and 

Sales 

5 


Rights 

and 

Privileges 

4 


Taxes 

3 


Totals 

2 


Sources of Revenue 

I 



Figure ii. Budget Schedule, Showing Revenues by Sources. 
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Coltimns 2 to lO inclusive should be totaled at the end of the list 
of sources and these totals should be cross-checked. In connection 
with each source of permanent revenue shown on this schedule, 
there should be a reference to the law authorizing it. Proposed 
changes in sources of revenue should also be indicated and fully ex- 
plained either in the budget message or in connection with this 
schedule. Some budget documents classify revenues by collecting 
agencies, but this seems unnecessary so long as all funds are turned 
into the central treasury of the government. 

In the event the government has several special funds, the ex- 
penditure of moneys from these funds and the allocation of receipts 
to them should be shown on two supporting schedules. The sched- 
ule shown in Figure 12 is designed to show the distribution during 
the budget period of expenditures for the various organization units 
according to the main classes of funds from which the expenditures 
are made. This schedule supports the general budget summary and 
also Schedule i. If the government has only a few special expend- 
able funds, a separate column should be provided for each fund on 
Figure 12. Where these funds are shown by groups on account 
of their numbers, each group should be separately analyzed on a 
statement supporting Schedule 3.^ Expenditures from the earn- 
ings of endowment funds are often not shown on the budget sum- 
mary or supporting schedules. It is necessary, as we have already 
pointed out, that such expenditures should be included, so that all 
financial provisions for the support of governmental institutions 
and agencies having endowments will be exhibited in the budget. 
Expenditures from working capital, or revolving funds are not 
shown on Schedule 3, since these funds are usually established by 
appropriations or transfers from the general fund and are reim- 
bursable from the sales of services or commodities produced. Under 
these conditions, the budget would merely show the amount of each 
working capital fund at the time of its establishment and the excess 
receipts from each year's operation of the fund would pass into 
revenues and be shown under the general fund or some special fund. 
If a different situation exists in any state or local government, it 
may be necessary to show the working capital funds as a separate 
group in the budget and therefore supply a column on Schedule 3 
for that purpose. Sinking funds are omitted from this schedule, 
since they are shown on another supporting schedule.^ If the budget 

^The main gronps of special funds are expense, capital, local improvement, 
pension, etc. See below, p. 214. 

® These funds are discussed below, p. 213. 




Figure 12. Budget Schedule, Showing Expenditures by Funds. 
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covers a two-year period, extra columns may be used to show the 
distribution for the second year of the biennium. 

If the government has several funds, there should also be an 
analysis by funds of the income and of the surplus at the beginning 
of the budget period as shown on the general budget summary. 
This supporting schedule (Figure 13) is similar to the preceding 
one. Under certain conditions, as noted above, it may be necessary 
to list working capital funds in the columnar headings of this 
schedule. If any revenue accrues directly to sinking funds, as is 
sometimes the case, such funds should also be listed on this schedule. 
Additional columns should be provided under each fund and each 
total, if the budget covers a biennium. The distribution of the 
surplus at the beginning of the budget period according to funds 
can be taken directly from a consolidated balance sheet.^ 

When the government has serial bonds outstanding which must 
be redeemed during the budget period, a schedule should be pre- 
sented showing the redemptions. The schedule in Figure 14 is 
designed for this purpose. The last two columns of this schedule 
indicate the budget rec|uirements for interest and amortization of 
serial bonds. 

If the government has term bonds outstanding for which sinking 
funds must be provided for retirement, there should be a support- 
ing schedule showing the sinking fund installments to be provided 
during the budget period. Such a schedule is presented in Figure 
15. The last column of this schedule shows the sinking fund re- 
quirements for the budget period. This schedule and the preceding 
one support the item called ‘'debt payments’’ on the general budget 
summary. They may be combined into one schedule, if it is not 
desired to separate serial redemptions from sinking fund install- 
ments. 

In the event the budget making authority recommends the issu- 
ance of bonds during the budget period, another schedule is re- 
quired. The form of this schedule is suggested in Figure 16. It 
supports the item designated as “borrowings” on the general budget 
summary. 

Finally, if it is proposed to issue bonds during the budget period, 
there should be a supporting schedule showing the existing redemp- 
tion requirements and annual interest charges as affected by the 
proposed bonds. The schedule shown in Figure 17 is designed for 
this purpose. This schedule shows the distribution of the redemp- 

^ Such a balance sheet is shown in Municipal Finance by A. E. Buck and others, 
1926, pp. 152-153. 
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Figure 13. Budget Schedule, Showing Income and Surplus by Funds. 
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tion charges of the government's existing debt over future years 
until the longest term bonds have matured. In this way, any un- 
evenness in the annual redemption requirements and interest charges 
become apparent. If legally possible, the redemption charges of 
proposed bonds may then be distributed in such manner as to 
reduce or eliminate the unevenness. This permits an equable dis- 
tribution of the government's debt burden to be arranged over 
future years as bonds are being issued from time to time. When 
viewed in another way, Schedule 8 presents what is sometimes called 
a “bond budget," that is, it outlines the future requirements of the 
government's debt service. At the same time, it definitely ties up 
the budgeting of bond retirements and interest payments with the 
general budget, the propriety of which needs no argument. 

The supporting schedules described above are designed to present 
under ordinary conditions a fairly detailed explanation of the items 
shown on the general budget summary. The budget documents of 
some governmental units may require a larger number of these 
schedules in order to set forth completely the financial needs of cer- 
tain functions or types of work, or to show the complexity of fund 
operations. It is advisable, however, to keep the number of sup- 
porting schedules down to a minimum. Any schedule which does 
not contribute to a better understanding of the financial plan as 
summarized on the general budget statement should be eliminated. 
A mere rearrangement or cross-classification of information already 
presented does not justify an additional schedule. 

In connection with the improvement budget summarized above 
in Figure 6, there may be presented certain supporting schedules 
outlining the major improvement projects for which funds are 
asked. These schedules should show the requirements for such proj- 
ects in relation to any long time financial program which the 
government may have adopted. Indeed, such a program may be 
briefly summarized and included in this part of the budget.^ 

A schedule showing in some detail the financial requirements of 
each public enterprise owned and operated by the government may 
be included in Part I of the budget. This schedule would support 
the totals for the enterprise as set forth on Figure 7 above. It 
would be in the nature of an operating statement and would also 
be presented in the annexed budget of the enterprise.^ 

^ See below, pp. 171-176 for a discussion of long time financial planning. The 
California state budget document for 1929-1931 presents a ten-year building program 
for state institutions and schools with an explanatory message by Governor Young. 

See below, p. 105. 
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Figure 14. Budget Schedule, Showing Serial Bond Redemptions. 
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Frequently, the classifications employed in arranging the budget- 
ary information are included in connection with the budget sum- 
mary and supporting schedules. This seems unnecessary. The 
legislative body and the public are not interested in the classifica- 
tions as such, but in the facts and figures presented in the budget. 
The method followed in arranging these facts and figures in an 
orderly and understandable way is merely a matter of budgetary 
technique. 

The Estimates, Cost Data and Financial Statements. — We 
now come to a discussion of the contents and arrangement of Part II 
of the budget document. As indicated above, this part should con- 
tain the detailed financial plan and the collateral information which 
serves as a basis for Part I. These include the expenditure and 
revenue estimates, comparative figures from the current and preced- 
ing years, unit cost data where available, and such statements of the 
financial condition and operations of the government as throw light 
upon the budget period. 

Part II should open with a recapitulation of the expenditure 
estimates by organization units. This table should be followed by 
the detailed expenditure estimates and such supporting cost data and 
other information as may be available and pertinent in each case. 
If the revenue estimates are presented in detail in this part of the 
budget document, there should be a summary of estimated revenues 
by sources followed by an explanation of each source and all the 
supporting facts upon which the estimate is based. There should 
also be included whatever financial statements are required by law 
to be shown in the budget document, namely, those relating to the 
past and current condition and operations of the general government. 
At the end of Part II, the annexed budgets, if any, for the public 
enterprises should be set up. 

The recapitulation of expenditures at the beginning of Part II 
should show each organization unit in the government and indicate 
the subsequent pages upon which the supporting estimates are to be 
found. The organization units may be grouped according to the 
major functions of the government, but they should appear in the 
same order as on Schedule i (Figure lo). This is the method used 
in the national budget and may be recommended generally for state 
and local budget documents. The expenditures of each organiza- 
tion unit on the recapitulation may be shown to an advantage accord- 
ing to the character classes or groupings appearing on the general 
budget summary, namely, current expenses, current obligations, and 
properties. Personal services may be separated from other current 
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the budget document 



Figure 15. Budget Schedule, Showing Sinking Fund Installments. 
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expenses. The recapitulation should show the proposed expenditures 
for the budget period and the estimated or actual expenditures during 
each of the two preceding years for each class and unit. These 
figures should be set up in parallel columns, providing two columns 
for the budget period in the event it covers a biennium. Only the 
expenditure estimates actually recommended or allowed by the budget 
making authority should be shown on the recapitulation or in Part I 
of the budget document. 

In some budget documents, notably, those of New York State and 
the Territory of Haw^aii, the expenditure estimates are grouped ac- 
cording to funds. For example, all expenditures to be made from 
the general fund are grouped together; likewise, the expenditures 
to be made from each of the other funds. In many cases this ar- 
rangement of the estimates cuts across the organization units. To 
examine the total expenditure requirements of a given organization 
unit, one must look under the several funds. This makes it difficult 
to get a complete picture of organization needs. While fund restric- 
tions are important in budgeting, they are not of primary significance 
in the determination of expenditure requirements. The department 
or agency responsible for the expenditure seems to stand first. 

The detailed estimates, following the recapitulation, should show^ 
the complete information contained on the estimate sheets of the 
different organization units and, in addition, the allowances or rec- 
ommendations of the budget making authority for each item or 
group of items. In the national budget and a number of state and 
city budgets, the expenditure estimates submitted by the heads of the 
organization units are not printed; only the recommendations of the 
budget making authority appear in these documents. This practice 
is defended on the ground that the latter figures are all that mean 
anything so far as the proposed budget is concerned and all that 
should interest the members of the legislative body in considering the 
budget. In other words, all estimates and data received by the 
budget making authority are considered as preliminary to the budget 
recommendations, the latter only being official. 

This stand was taken by Governor Lowden in submitting his 
budget to the Illinois legislature in 1919. The legislature requested 
more detailed information, since the budget as submitted showed 
only the standard expenditure titles without details. The depart- 
ment of finance then prepared a detailed supplement to the budget, 
called the /Took of estimates/' which contained the original esti- 
mates in complete form showing the detailed amounts requested by 
the various spending agencies. If more details had been printed 
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Figure i6. Budget Schedtile, Showing Proposed Bond Issues. 
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in the budget under each heading of the classification, the legisla- 
tive body would probably not have cared to see the original requests 
made by the various departments and agencies of the government. 
These requests were certainly of very little value in this case, par- 
ticularly as they related to the departments under executive control, 
since the governor had called the departmental heads together and 
agreed upon his recommendations before the budget was submitted 
to the legislature. Further requests could not be submitted by the 
departmental heads except through the governor and these heads 
were not allowed to appear before the legislative committees to dis- 
cuss their requests without the governor’s approval. 

A similar procedure is followed in the preparation of the national 
budget. The expenditure estimates, as printed in Part II of the 
budget document, show only the amounts recommended by the 
Bureau of the Budget and approved by the President. The depart- 
ments and agencies of the national government are not permitted, 
except with the approval of either house of Congress, to make any 
requests for appropriations directly to Congress or any of its com- 
mittees. It is argued that to include the original requests in the 
budget document would “weaken the responsibility of the President 
for the formulation of the budget, tend to raise issues between the 
President and his administrative subordinates, and unduly increase 
the work of the committees on appropriations in deciding these 
issues.” ^ 

Where the budgetary procedure is such that all expenditure esti- 
mates clear through the budget making authority, it seems unneces- 
sary to present the departmental requests in the budget document. 
However, when the requests are not presented, the recommendations 
of the budget maker should be shown in approximately the same 
detail as the requests. Otherwise, complete information in support 
of the estimates will be lacking.^ Where the budgetary procedure 
permits the heads of the different organization units to go directly 
to the legislative body with their requests, it would seem advisable 
to present in the budget document the complete information as origi- 
nally furnished on the estimate forms. This will enable the members 
of the legislative body to check subsequent requests with those fur- 
nished at the time the budget was formulated. 

In order that the reader may visualize the contents of expenditure 
estimates as presented in the budget document, the accompanying 
figures are inserted, showing estimates from typical state and city 

^ See W. F. Willoughby, The National Budget System, 1927, pp. 52-53. 

“ See below, pp 361-363. 
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budgets. Figure i8 is a reproduction of a page from the Illinois 
state budget for 1927-1929. This shows a recapitulation by the main 
classes of the expenditure grouping which is followed by the details 
in each class. The number of employees is shown according to the 
various titles. All amounts are in even dollars, the cents being 
omitted. The estimates are those approved by the governor. 

In Figure 19 a page is reproduced from the Oregon state budget 
for the biennium 1927-1929. It will be seen that this estimate gives 
considerable general information about the work of the organization 
unit which is not shown on the Illinois form. It contains a summary 
which shows the amounts appropriated and expended during each 
of the two preceded bienniums, the estimated requirements during 
the biennium covered by the budget, the amounts recommended by 
the board of control,^ and the estimated receipts of the organization 
unit during the coming biennium. Space is provided in the summary 
for the insertion of the amounts approved by the ways and means 
committee, when the budget is being considered preparatory to the 
passage of the appropriations by the legislature. The summary is 
supported by information in considerable detail, the individual posi- 
tions and rates per month being specified and explanatory notes being 
added wherever they serve to clarify the various items. 

Figure 20 is a page from the 1927 budget of the city of Rochester, 
New York. This shows the estimates classified by character and 
object of expenditure. Individual positions are not shown on the 
estimates, but are enumerated on another schedule sho-wing the 
salaried employees of the various organization units. The details 
are given under the other classes. Only the appropriations for the 
year preceding the budget year are given ; the actual expenditures 
of the year before that are omitted. In the event the appropriations 
are not rigidly followed during the year, this gives comparative 
information of little, or no, practical value. The departmental re- 
quests are presented with increases or decreases over the appropria- 
tions of the previous year. This latter comparison means little or 
nothing for the reason already stated. The estimate also presents 
the amounts allowed by the budget making authority and approved 
by the council. The last column is added after the council acts on 
the budget and the document is reprinted for final distribution. Such 
reprinting of the budget after it has been passed is of questionable 

^The board of control was the budget making autbority at the time this budget 
was prepared# The 1927 legislature, however, enacted a new state budget law 
which puts the responsibility for making up the budget squarely on the governor 
and provides that he may appoint a budget director to assist him. 
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value ; the preparation and printing of a work program at this time 
would be more to the point.^ 

Figure 21 is the reproduction of a page from the city budget of 

DEPARTMENT OF LABOR- 
Rockford Free Employment Office. 


Description. 


Appropria- 
tion for 
biennium 
beginning 
July 1, 1925. 


Expendi- 

tures 

year 

beginning 
July 1, 1925. 


Estimates as Approved. 


Year 

beginning 
July 1, 1927. 


Year 

beginning 
July 1, 1928. 


Memo. 


BECAPITULATION. 


Salaries and Wages 

Office Expenses 

Printing and Stationery- 

Postage 

Operation 

Hepairs and E;quipment- 


Grand totaL 


SAliARIES AND WAGES. 


1, Superintendent 

1 Assistant Superintendent. 

1 Placement Clerk 

1 Stenographer 

Janitor Service 


Total: 

First year 

Second year.. 


OFFICE EXPENSES. 


Office supplies 

Rent.---.. 

Telephone and telegraph. 
Miscellaneous 


$13,840 

4,650 

100 

60 

314 

200 


$19,164 


Per Annum. 
$2,000 
1,620 
1,500 
1,200 
600 


$6,920 

6,920 


Total 

Printing and Stationery 

Postage 

OPER.\TION. 

Household supplies- - 

REPAIRS AND EQUIPMENT. 


Repairs to buildings 

Repairs to furniture and fixtures. 
New furniture and fixtures- - — - . 


$4,650 


$100 


$60 


$314 


Total-. 


$foo 


None 


$6,782 

2,259 

69 

30 

27 

73 


$9,240 


$ 2,000 
1,498 
' 1,500 
1,184 
600 


$6,782 


$ 24 

1,983 
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56 


$2,259 


$69 


$30 


$27 


$ 7 
41 
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$73 


$6,920 

2,006 
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30 

35 
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$9,141 


$ 2,000 
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$6,920 


$ 50 

1 ,680 
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78 


$2,006 
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$ 2,000 
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$50 
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Figure 18. Detailed Expenditure Estimates Reproduced from the Illinois State 

Budget for 1927-29. 

Cleveland, Ohio, for 1927, This shows only a part of the estimate 
for the manager's office, but enough to indicate the general scheme 

^ See below, pp. 457-463. 
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Figure 19. Detailed Expenditure Estimates Reproduced from the Oregon State Budget for 1927-29. 
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of presentation. Each class of expenditures is summarized and 
then shown in detail Positions are indicated by titles ; present salary 
rates and proposed rates are given. Supplies are analyzed by units 
and the unit cost shown where feasible. Expenditures actual and 
estimated are presented for the current year ; the expenditures for 
the first nine months are actual, since this part of the fiscal year had 
transpired when the estimates were made. The expenditures for 
the two preceding years are also shown. 

It will be noted from the above illustrations that the names of the 
regular employees are not printed in the detailed estimates. This is 
the general practice, although there are some notable exceptions 
as in the case of the Washington state budget and the city budget of 
Minneapolis. The names, at least, of all the officers and the more 
important employees, should be printed in the budget document, 
since they are of assistance to the members of the legislative body 
and the public in identifying the positions.^ They also indicate 
when a position is vacant or when two positions are held by the 
same person, as is frequently the case in local governments. The 
latter method is sometimes resorted to in order to increase the com- 
pensation of a particular individual, a fact that should always be 
explained on the estimate. 

The amounts shown on the estimates, particularly the recommen- 
dations for the budget period, should appear only in dollars. It is 
unnecessary, if not ridiculous, to attempt to itemize estimates to the 
last penny. Besides, by dropping the two places for cents, additional 
columnar space is provided for other information and typesetting 
costs are reduced.^ 

Considerable supporting information should be shown in connec- 
tion with the estimates of each organization unit, much of which 
does not appear on the illustrations we have just discussed. A gen- 
eral statement of the organization and functions of each department 
or agency is helpful in understanding the scope of its work. This 
information may be presented in tabular form as in the Oregon 
state budget (Figure 19) and the Arkansas state auditor’s compila- 
tion of budget information for the biennium 1925-1927 and 1927- 
1929, or in the form of organization charts such as those contained 
in the Pennsylvania state budget for the biennium 1925-1927. The 
estimates should be supported, wherever possible, with information 
on operation, per capita and unit costs, and the results of work. For 
example, a welfare institution should show the total number of in- 

See ''below,. p. 244. ' 

^The English budget usually shows amounts only in even pounds, the pound 
being roughly five times the value of our dollar. 
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mates of various classes, the number of inmates per employee, the 
per capita and the unit costs of operation. The health department 
should explain the general types of work it is doing, the expenditures 
for each type, and the actual accomplishments so. far as they can be 
ascertained If increased expenditures are required to meet new 
or changed conditions, these should be explained. Requests for the 
purchase of land, the erection of buildings or other improvements, 
should be thoroughly explained.^ 

In those governments where the revenues come from a number of 
sources, it is advisable to show the estimates for each source with a 
full explanation of how they have been calculated. These estimates 
should follow the expenditure estimates in Part II of the budget 
document and should be preceded by a summary according to sources 
of revenue. Comparative figures, showing receipts from each source, 
should be given for two years preceding the budget period. Some- 
times it may be found desirable to extend these figures over five, 
or more, years. Bar charts may be used as an aid in showing these 
comparisons. Each source of revenue should be explained briefly ; 
its effect upon the industry, trade, or business carried on under the 
government’s jurisdiction should not be overlooked. An illustra- 
tion of this method of treating revenues in the budget document 
is found in the Pennsylvania state budget for the biennium 1925- 
1927.^ A casual examination of state and local budgets will reveal 
the fact that very little attention is generally given to the estimating 
of revenues. Of course in some cities and counties, the revenues 
other than general property taxes do not amount to very much ; but 
in a number of cities and practically all states they constitute a very 
large part of the total receipts. It is important, therefore, especially 
in these latter cases, that the revenues be carefully estimated and the 
facts upon which the estimates are based set forth in the budget 
document.^ In most European budgets, greater emphasis is placed 
upon the revenues than upon the expenditures. 

A number of state and local budget laws provide that certain 
accounting statements, such as a current balance sheet, an operating 
statement, and a debt statement, must appear in the budget document. 
The purpose of these statements is to define the current condition and 
operations of the government. They are usually set up in the front 

^See, below, Chapter VI for a complete discussion of this information; also 
Chapter VIII, pp. 250, 252 and 270-279. 

® See pages 243 to 272 of this document, which was prepared under the direc- 
tion of Qyde L. King, secretary of state and finance, and submitted to the 1925 
legislature by Governor Pinchot. 

® See below pp. 317-320 for a discussion of methods of estimating revenues. 
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Figure 21. Detailed Expenditure Estimates Reproduced from the 1927 City Budget of Cleveland, Ohio. 
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part of the budget document, the result being that they are mixed 
with the summaries and schedules presenting the financial plan. 
There is no particular advantage to this arrangement ; in fact, it is 
often confusing. That such statements, except those relating to 
indebtedness, should even appear in the budget has been questioned. 
While it is true that the basic data for the formulation of the budget 
are derived essentially from the accounting records, there is no par- 
ticular reason why summary statements of these records should 
appear in the budget. The proper place for such statements is in 
the annual financial report of the government. 

In those governmental units where accounting statements are re- 
quired by law to appear in the budget document, they should be 
placed in Part 11. This is the practice, for example, in setting up 
the North Carolina state budget.^ Perhaps the first of these account- 
ing statements should be the current balance sheet — a consolidated 
fund balance sheet. It should be followed by the operating state- 
ment and other statements relating to indebtedness, fund balances, 
and appropriation balances. A statement of the fixed property of 
the government may also be included. If the government owns and 
operates any enterprises, like public utilities, a balance sheet and 
operating statement for each of these may also be shown. These 
statements, however, should appear in connection with the annexed 
budget set up for each enterprise. 

Annexed Budgets of Public Enterprises. — We have borrowed 
the phrase ''annexed budgets'’ from the French budgeteers. We 
deem this a more appropriate term in speaking of the adjoined 
budgets of public enterprises than either of two other terms which 
have recently been suggested by W. F, Willoughby in his writings 
on the American budget system. Mr. Willoughby refers to such 
budgets as "supplementary budgets” and again as "subsidiary bud- 
gets.” ^ Either of these terms, more especially the former, is likely 
to be confused with the budgets which are sent by the budget making 
authority to the legislative body after the original budget has been 
submitted. These latter budgets are merely amendments or addi- 
tions to the financial plan contained in the original budget. They 
are often designated as "supplementary budgets,” as, for example, 
in the budget amendment of Massachusetts.® 

We have already discussed the need for annexed budgets in the 
case of public enterprises, so that our attention here may be directed 

^See the North Carolina state budget for the biennium 1927-1929, p, 150 ff. 

® See his work on The National Budget 1927, p. 242 ; also his Prin- 

ciples of Public Admimstrafion, 1928, p, 464, 

'*Sce below, pp. 393-39S. 
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to the general nature and form of such budgets. As the term signi- 
fies, each annexed budget is in itself a complete financial plan for 
the enterprise or undertaking to which it relates. It is, however, 
balanced through the general budget, being an adjoined part of 

ANNEXED BUDGET SUMMARY 
Por (Name public enterprise) 

Covering the Fiscal Year Beginning 19. . . 


Previous 

Year 

(Actual) 


Current 

Year 

(Estimated) 


Budget 

Year 

(Allowed) 


Expenditures: 

Operating costs: 

Administration 

Operation 

Current repairs and maintenance . 

Total operating costs 

Replacements 

Additions and betterments 

Debt retirement 

Depreciation reserve.^ 

Other reserves (accumulated surplus) . 

Total expenditures and reserves 


Income: 

Earnings 

Other receipts: 

Borrowings 

Special assessments 

Miscellaneous 

Total other receipts 

Total income 

Less total expenditures and re- 
serves 

Surplus (or deficit) carried to the gen- 
eral budget . 


Figure 22. Annexed Budget Summary for a Public Enterprise. 

this budget. With respect to its form, the annexed budget should 
open with a summary of the financial requirements of the enterprise 
or undertaking. Following this, there should be complete details 
with respect to the items of expenditure and income exhibited on 
the summary. 
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In the accompanying Figure 22, we present an annexed budget 
summary. This summary is designed to be applicable to public 
enterprises, more especially those of the utility type. It is intended 
to show all the important operations, of such an enterprise, though 
in actual practice they may not all be included. Operating costs 
are divided into three groups : administration, operation, and current 
repairs and maintenance. In the case of local utilities, such as, water, 
light and powder, and gas, it may be advisable to show operating 
costs separated between production and distribution. Expenditures 
for replacements may be met directly from earnings or from a small 
reserve for this purpose. Some utilities prefer to meet replacement 
costs directly as the need arises. Additions and betterments cover 
the expenditures made toward increasing the properties of the enter- 
prise. These expenditures may be met out of the earnings of the 
enterprise, or they may be provided for in the general budget. Prac- 
tice in this regard varies. The retirement charges of bonds issued 
for the enterprise may also be carried in the general budget rather 
than set up against the earnings of the enterprise. A reserve for 
depreciation may, or may not, be set up for the enterprise. Some 
authorities maintain that so long as replacements are currently made 
from earnings there is no need for maintaining a depreciation reserve 
for a public enterprise. They especially object to such a reserve 
being set up when the enterprise is required to retire its bonded 
indebtedness from earnings. This imposes what they regard as a 
double burden on the customers of the enterprise. Of course, it will 
be understood that this argument applies largely to publicly owned 
and operated utilities. Reserves, other than for depreciation, may be 
set up, such, for example, as a reserve for emergencies, a reserve for 
extensions, and a reserve which is in the nature of profit, that is, 
accumulated surplus. 

Turning to the income side of the summary, it is apparent that for 
any public enterprise its earnings constitute the major portion of 
its income. However, it may have other receipts, such as, borrow- 
ings, special assessments, and miscellaneous collections. But these 
receipts and the corresponding expenditures are in some jusisdictions 
carried in the general budget. The total income of the enterprise 
less its total expenditures and reserves gives the surplus or deficit 
which is carried to the general budget.^ Any surplus, however, may 
be held as an accumulated reserve rather than carried to the general 
budget. This seems to be desirable in the case of some public eiiter- 

^ These figures all appear on the general budget summary, Figure 7 . See above, 
.P-75* . . . 
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prises. Whenever such reserve, or any portion thereof, is used in 
financing the annual budget of the enterprise, it would appear as an 
item under income designated as ‘^surplus or reserves appropriated 
at the beginning of the fiscal yean’^ A deficit in the current earnings 
of the enterprise may be met in this way without having to make 
provision in the general budget. As a result, the annexed budget 
would be shown in exact balance and would be so exhibited on the 
general budget summary (Figure 7). 

Detailed estimates of both expenditures and income would be set 
up in the annexed budget following the summary which we have just 
discussed. These would show the itemized requirements of the 
public enterprise and comparative figures for the current and preced- 
ing fiscal years. Cost data with respect to the operation of the enter- 
prise should also be presented. Finally, a balance sheet and an 
operating statement of the enterprise may be included. 

Use of Charts and Graphs in the Budget Document. — Certain 
graphs and charts should be included in the budget document to 
help visualize the financial plan and the supporting information. The 
data on Schedules i and 2 (Figures 10 and ii), shown above, may 
be graphically presented in the form of bar charts. Such charts 
should show expenditures by major classes, expenditures by organi- 
zation units, income or revenue by main groups or classes, and in- 
come by funds. Often circle or pie charts are used for this purpose/ 
but bar charts are perhaps better. The national budget document 
contains bar charts showing percentages of expenditures by organiza- 
tion units and by general governmental functions, also receipts 
by sources of revenue. Originally circle charts were used for this 
purpose, but the impression one got from these was less exact than 
that from the bar charts. A few state budgets have made use of 
charts in illustrating the summary expenditure and income data. 
An example of such charts is to be found in the budget document 
of the Territory of Hawaii for the biennium, 1927-1929. The ex- 
penditures are shown on a bar chart according to general functional 
groups, following the classification recommended for state expendi- 
tures by the United States Bureau of the Census. 

If comparisons are to be made between the expenditures or the 
income of the government over a number of years, it is desirable to 
use line or curve charts. These charts may be drawn on the ordinary 
arithmetic scale, unless there is a wide difference between the figures 
at the beginning and at the end of the period covered. In the latter 
case, it is more satisfactory to draw the charts on the logarithmic 
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scale, since this scale is much better adapted to showing trendsP 
The line or curve chart may be used to advantage to show the trend 
of the government’s debt burden, as set forth in the preceding Sched- 
ule 8 (Figure 17) supporting the general budget summary. 

Charts and graphs may be used in connection with the supporting 
estimates and other data contained in Part II of the budget docu- 
ment. A chart of the administrative organization of each depart- 
ment or institution is helpful in getting an idea of its different func- 
tions and the relation they bear to each other. The trend of actual 
expenditures by months or quarters for the current year as compared 
with the allotment of the appropriations or with the expenditures 
of the preceding year may be presented on a line chart for each 
organization unit of the government.^ The details of the various 
sources of the government’s revenue may be shown comparatively 
by charts. When an institution requests the addition of a building 
or unit, there should be a map or plan of the whole plant showing 
how the proposed structure fits into the general arrangement and 
how it furthers institutional development. The estimates for the 
development of public works projects, such al state or local high- 
ways or park systems, should be supported by maps showing the 
extent of the work to be done. In city governments where planning 
has been undertaken, such projects should be definitely connected 
with the grand improvement plan whenever they are related to it. 
This relation may be shown by the aid of maps and diagrams. The 
service districts of government owned utilities may also be shown 
in the same manner. Illustrations may even be employed to illumi- 
nate certain budget proposals. Indeed an illustrated budget docu- 
ment may be desirable to help the public understand the work of the 
government and the cost of carrying it on. A budget exhibit is, 
after all, only a method of illustrating the budget for the edification 
of the citizens and taxpayers; in other words, a sort of ‘^graphic 
edition” of the financial plan.® 

Generally speaking, the use that may be made of graphics and 
other types of illustrations in illuminating the budget documents 
is limited only by the ingenuity of the budget maker. So long as 
each chart, graph, map, or picture conveys some essential fact relat- 
ing to the budget plan in a clearer and more striking manner than it 
can otherwise be presented, there is no need of caution for fear the 

^For an explanation of the use of these scales in this connection, see Municipal 
Finance by A. E. Buck and others, 1926, pp. 230-237. 

^This is explained more in detail in a subsequent chapter; see below, pp. 515 il. 
Such charts were presented in the Pennsylvania state budget for the biennium 
1925-1927, 

®See Mow, discussion of budget exhibits, pp. 425-428. 
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budget document overillustrated. People are coming more 

and more to depend upon pictures for their impression of news : why 
should they not get an idea of the government’s budget proposals in 
the same way? 

Interesting Compilations of a Budgetary Character. — In con- 
cluding this chapter we should call atttention to some interesting 
compilations of a budgetary character. These compilations are pre- 
pared by agencies other than the budget-making authority, usually 
private agencies, and generally relate to local budgets. They are 
designed for a twofold purpose : first, to help the legislative body in 
passing on the financial requirements of the government, and, sec- 
ond, to aid the interested public in getting a better understanding of 
the budgetary requirements of the various governmental agencies. 
Sometimes these compilations are prepared and published after the 
budget has been adopted by the legislative body, in which case they 
are useful only from the standpoint of public information. 

For several years the Detroit Bureau of Governmental Research 
has made a digest of the budgetary requirements of the city of 
Detroit and published it in pamphlet form. This digest, or ^^sum- 
mary analysis” as it is called, is prepared after the budget has been 
finally enacted by. the city council; in fact, it is usually published a 
day or two before the opening day of the fiscal year covered by the 
budget. It is, therefore, gotten out primarily for the information 
of the citizens and taxpayers. It summarizes the authorized budget 
appropriations by character groupings, such as, fixed charges, opera- 
tion and maintenance, and capital costs, and compares these figures 
with the previous year’s expenditures, showing increases and de- 
creases. Following this summary is a detailed analysis by funds, 
departments, and activities of the city government. The analysis 
is concerned primarily with the general expenditures which directly 
affect the city’s tax rate, a table being presented to show how the tax 
dollar is apportioned among the various services of the city gov- 
ernment. 

Analyses of the budgets of both the city of Duluth and the county 
of St Louis, Minnesota, have been prepared during recent years by 
the Taxpayers^ League of St. Louis County. These analyses are 
similar to that of the Detroit city budget. They are published during 
the period the budgets are being considered by the city council and 
the county commissioners, in time to influence the opinions of the 
local legislators in taking action on the financial requirements of the 
city and county governments. 

The board of estimate and taxation of Minneapolis, which has 
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control of the tax levies of the city council and four independent 
boards within the city government, publishes annually an analysis 
of the budgetary requirements of these agencies. This analysis gives 
comparative figures between the budget year and the three preceding 
years. Emphasis is largely placed on a comparison of the various 
tax levies, of which there are more than a score laid within the juris- 
diction of the city government. This is natural since the major 
interest of the board of estimate and taxation is in controlling the 
tax rates. Considerable attention is also given to the city’s in- 
debtedness. 

A similar analysis is prepared annually by the tax supervising 
and conservation commission of Multnomah County (Portland), 
Oregon. This commission is appointed by the governor of the state 
for the purpose of supervising the budgets of the various govern- 
mental units within Multnomah County. The analysis is published 
aftjr the budgets have been passed and the tax rates fixed. It pre- 
sents information on the more important aspects of the local finance 
problem and is replete with charts and diagrams. 

A rather unique analysis of the budget requirements of a city 
government is the one gotten out by the Bureau of Municipal Re- 
search of the Chamber of Commerce, Hoboken, New Jersey. This 
analysis of the 1925 budget of the city of Hoboken was prepared 
under the direction of R. O. Huus, then director of the Bureau, and 
presented to the city commissioners. It covered the cost of all sup- 
plies and miscellaneous services of the city government. It involved 
a detailed study of the purchase and use of supplies and materials, 
the requirements of operating, maintenance and contractual services, 
the unit costs of doing measurable work, and the probable returns to 
the community, so far as ascertainable, from the expenditures for 
labor and commodities by the city government. In other words, the 
method used was both quantitative and qualitative. Comparisons 
were made with costs of similar work in other cities of comparable 
size. As a result of this study, a reduction of over $72,000 was 
recommended in a total for supplies and miscellaneous services of 
approximately $396,000. 

Opinions differ widely anent the value of these compilations relat- 
ing to the budgets of local governments. Some maintain, and rightly 
so, that being based on more or less incomplete budgets, they do not 
go far enough in making clear the actual distribution of funds to 
the various governmental activities. Others think that they are 
worth while, if they do no more than help to popularize the budgeting 
process — -bring the citizen to understand something of the work his 
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government is carrying on, what this work costs, and where the 
money comes from to finance it. It is largely because government 
officials fail to do their full duty that private agencies must undertake 
this work. Because these agencies must work with limited staffs, 
and because they are often hampered in their efforts to get at facts, 
their best reports, useful as they may be, are frequently not as good 
as those which the governmental authorities could, and should, sub- 
mit to their citizens. In the cases of the Detroit and the Duluth 
compilations, the budget documents could, and should, be made to 
present all the information and analyses contained in the compila- 
tions, It would then only be a matter of the citizens consulting the 
budget documents for the digests and supporting facts presented by 
the compilations. More complete information can be shown in the 
budget documents than it is possible to show in the independently 
prepared analyses. In the cases of the Minneapolis and the Mult- 
nomah County bodies, where the budgetary requirements of several 
local governmental agencies or units are centrally supervised, it 
seems advisable to have some kind of budgetary report or analysis 
which will give a bird’s-eye view of the total financial requirements. 
The Hoboken study was an effort through a compilation of cost data 
to get at the actual needs of the city government in several phases of 
its work. The facts which were brought out as a result of the study 
ought to have been set forth in a comprehensive budget document, 
but owing largely to the local political situation they were never so 
shown. For this reason these facts were compiled and presented by 
a private agency interested in the expenditures of the city govern- 
ment. Cost data, as has already been explained in this chapter, 
should be shown in the budget document accompanying the detailed 
expenditure estimates to which they relate. 
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THE BUDGET BILLS 

The bills which are enacted by the legislative body to carry out 
the financial plan are now often referred to as the ‘‘budget bills?’ 
This term is sometimes applied only to the appropriation bill or 
bills, as expressed in the Maryland budget amendment adopted in 
1916. More recently, however, it has attained a broader usage, 
notably in the practice of North Carolina, where it includes both 
appropriation and revenue bills. In view of this trend in current 
budgetary practice, it seems quite proper to use the term, “budget 
bills,” to designate all bills which are required to enact the provi- 
sions of the financial plan into law, that is, all appropriation, revenue, 
and borrowing measures. 

It is desirable, as we have pointed out in the preceding chapter, 
to include the budget bills in a separate part of the budget document, 
namely, Part HI. Of course, this cannot be conveniently done 
unless these bills are drafted by the budget making authority, a 
practice which is not yet widely followed. In the national govern- 
ment and in many state and local governments, the budget document 
is submitted to the legislative body without the budget bills, these 
being drafted later by one or more committees of that body. A few 
budget documents, for example, those of the national government 
and the state of Pennsylvania (latter for 1925-27), contain sectional 
drafts of the appropriation bills in connection with the expenditure 
estimates of each organization unit. These drafts may later be 
brought together in the form of one or more appropriation bills by 
the proper committees of the legislative body. In the case of the 
national budget, this is as far as the President has seen fit to go 
in suggesting to Congress the form of the appropriations; he has 
not attempted in connection with his budgetary proposals to draft 
either appropriation or revenue bills. 

While several state laws require the budget making authority to 
prepare bills embodying the expenditure requirements and the new 
or additional revenue proposals as set forth in the budget and to 
submit them to the legislature along with the budget, these bills are 
not usually made a part of the budget document. They are gen- 
erally submitted to the legislature in manuscript form, introduced 

1 12 
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by certain of the members, referred to the proper committees and 
then printed for consideration. They are, therefore, entirely de- 
tached from the printed budget document; furthermore, they are 
available, with few exceptions, only to the members of the legisla- 
ture.^ The much larger group of citizens which the budget docu- 
ment reaches does not even see these bills until after they are enacted 
into law. If citizens are to follow intelligently the budgetary proc- 
ess, they ought to see the bills which show the form in which the 
budget making authority, usually the executive, is requesting funds 
for the support of the government, and the manner, flexible or rigid, 
in which authorizations are asked by spending officers. These 
bills, when compared with those finally passed, will enable the public 
to understand more clearly the action taken by the legislative body 
and the limitations imposed on the executive in carrying out the 
budget. 

Whether the budget bills are made a part of the budget document 
or not, there are good reasons why the budget making authority 
should prepare such bills for the initial consideration of the legisla- 
tive body. By so doing, the budget making authority can deter- 
mine, or at least suggest, with reference to the appropriations, the 
form in which they should be made and the conditions that should 
be attached to their expenditure so as not to hamper the administra- 
tion. The degree to which the classification used in setting up the 
expenditure information in the estimates should be followed can 
also be indicated. Members of the legislative committees are likely 
not to appreciate fully the relation of this classification to the appro- 
priations and to the accounts that are subsequently kept by the gov- 
ernment in controlling the expenditures and in preparing the data 
for the next budget. By drafting bills providing for the revisions 
in income recommended in the budget, the budget making authority 
can put before the legislative body its revenue proposals in concrete 
form and thus greatly facilitate legislative consideration. When 
budget bills covering all the requirements of the financial plan are 
submitted with the budget document, the legislative body has the 
plan translated into the proper form and legal terminology to refer 
at once to its committees. The budget can then be taken up imme- 
diately and acted upon; it is unnecessary to wait until these bills are 
drafted by committee members or by draftsmen working under their 
direction. Even where the budget bills have no legal status, they 
may, if prepared and presented by the budget making authority, be 

The most recent practice in New York and North Carolina is to make these 
bills a part of the budget document. 
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very helpful to the legislative body. In several states where tentative 
appropriation bills have been drafted and submitted to the legisla- 
ture with the budget document, they have been accepted and passed 
by the legislature practically without alteration in so far as their 
form, terms, and conditions were concerned. 

The previous discussion assumes, of course, that the budget bills, 
particularly those providing appropriations, are enacted currently, 
that is, every time the budget is considered and passed. This, how- 
ever, is not always the practice. In certain states, notably Wis- 
consin and Connecticut, the appropriation acts become part of the 
permanent law, hence there are no current appropriation bills other 
than amendments to the existing appropriation acts. Under this 
procedure appropriations continue from year to year until changed 
by the legislature. Therefore, the budget making authority would 
only propose amendments to existing laws should it submit appro- 
priation bills to the legislature. Much the same situation exists in 
most of the states with reference to the income provided to finance 
the expenditure side of the budget ; the state revenues are generally 
imposed by permanent law, some of which are merely changed by 
amendments to meet the annual budgetary requirements. Occa- 
sionally a new source of revenue is added, requiring a new law to 
be passed. A few states, however, follow the practice of revising 
and repassing their general revenue laws each time the budget is 
acted upon. In such cases, the budget making authority would 
submit to the legislature along with the budget, the draft of the 
revised revenue law embodying the budget proposals for increased 
or reduced revenue. 

The legislative bodies of cities and other local governments usu- 
ally enact each year certain appropriation and tax bills. These bills 
may provide for only the current appropriations and the general 
tax levy, or they may be more extensive, depending upon the compre- 
hensiveness of the budget. As noted in the preceding chapter, the 
budgets of these governments are often nothing more than highly 
itemized appropriation bills prepared by the budget making authori- 
ties and submitted to the legislative bodies for their approval.^ 

It is our purpose to set forth in this chapter the form and provi- 
sions of the different types of budget bills, namely, appropriation, 
revenue, and borrowing. However, before discussing the appro- 
priation bill, it may be well to give some attention to the general 
nature and itemization of appropriations. 

^See above, p. 55. See also further discussion in this chapter, pp. 135 ff. 
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The Nature o£ Appropriations. — It is not an easy matter to 
define clearly and succinctly the term '"appropriation.” Generally 
speaking, an appropriation is an authorization to spend public money 
as specified. But this statement is largely without meaning unless 
it is further explained. 

In the first place, the "authorization to spend” is generally made 

or granted by the legislative body of the governmental unit in whose 
treasury the public money is, or will be, deposited to meet the expen- 
diture. This procedure is followed uniformly by national, state and 
local governments, since constitutional and statutory provisions de- 
clare the legislative body of each of these governments to be the 
appropriating agency. This body may delegate its authority to 
make appropriations to administrative officials or other agencies, 
but this is rarely done except under rigid fund restrictions. 

In the second place, an appropriation is not to be confused with a 
fund, particularly a special fund, as is sometimes the case in the 

usage of certain local governments. An appropriation does nothing 

more than to grant authority to spend money from the treasury, 
while a fund represents cash or other resources in the treasury set 
aside to meet definite expenditures, The fact that money has been 
earmarked, that is, restricted to a fund, by the legislative body does 
not necessarily mean that it is appropriated ; sometimes further action 
through the passage of an appropriation bill is required to make it 
available for expenditure. 

In the third place, an appropriation in authorizing an expenditure 
of public money sets certain limitations on such expenditure. These 
limitations relate to the amount, purpose, and period of availability. 
The amount may be definite or indefinite ; the purpose may be stated 
in general terms or set forth in great detail ; the period may be fixed, 
indeterminate, or continuous. Where a definite amount is specified 
in an appropriation it does not mean that the entire amount must 
be expended, but only so much of it as is necessary for the purpose 
stated, the actual expenditure being limited, of course, by the cash 
resources available in the fund from which the appropriation is made. 
In other words, any appropriation fixing a definite amount may be 
generally regarded as merely setting a maximum limit on the expen- 
diture that is to be made. Where an appropriation does not fix a 
definite amount, there is of course no limit to the expenditure 
except that naturally imposed on the available resources of the fund. 
The purpose for which an appropriation is made may be stated in 
several ways. The appropriation may be made to an organization 
unit, to a function, or to an activity of the government, or the object 
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for which the money is to be expended may be specifically named 
or described in detail, and the manner of spending definitely outlined. 
Usually some governmental agency is made directly responsible for 
spending the money appropriated. The period for which appropria- 
tions are made varies widely. It may be definitely fixed, as for one 
or two years ; it may be indeterminate, as when a certain amount is 
appropriated to erect a public building which may take three, four, 
or five years ; or it may be continuous, going on year after year, the 
amount of the appropriation being automatically renewed each year. 

For the purpose of further discussion it is desirable to classify 
appropriations according to their main types. This, we believe, can 
be done satisfactorily on the basis of the limitations imposed with 
regard to the period of availability. On this basis there are three 
major types of appropriations which may be designated as annual, 
continuing, snd indefermmgfe. One other major type of appropria- 
tion, which may be called conditional, is differentiated by the method 
of authorization rather than by the period of availability. Each of 
these major types of appropriations may be divided into two classes, 
depending upon whether the amount authorized to be expended is 
definite or indefinite.^ The annual and continuing appropriations are 
by far the most important of the four types. The indeterminate 
and conditional appropriations are not so very common ; these types 
are largely incidental to certain methods of governmental financing. 
The four types of appropriations are discussed below at some length. 

Annual Appropriations^^ — Literally speaking, annual appropria- 
tions mean those made each year.^ According to present usage, 
however, this definition is too narrow. The term ^‘annuaF’ is applied 
to appropriations which are voted not only for a year, but for two 
or three years, or even a longer period. Such appropriations are 
therefore distinguished not so much by the length of the period they 
are available for expenditure as by the fact that they definitely ter- 
minate at some stated time, which may be at the end of one, two, 
three, or four years. If expenditure is to continue beyond this 
time, the legislative body must vote new appropriations. The unen- 
cumbered balances of annual appropriations remaining at the end 
of the period for which these appropriations are voted usually revert 

^ Francis Oakey, in his Principles of Government Accounting and Reporiing^, 
pp.i6i-i66, has made a rather elaborate classification of appropriations for account- 
ing' purposes, The writer, however, is unable to agree with him as to the gen- 
eral types of appropriations. 

^ Annual appropriations are sometimes referred to as current appropriations, but 
this latter term is likely to be confused with the designation of appropriations for 
the running expenses of the government as opposed to those for capital purposes. 
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to the particular funds from which they are made, or to the general 
treasury surplus, and the appropriation accounts are definitely 
closed.^ 

When considered from the standpoint of amount, annual appro- 
priations may be divided into two classes: definite and indefinite. 
A definite annual appropriation is one which names a specific amount 
that may be expended. This type of appropriation is generally 
regarded as being the most satisfactory from the point of view of 
budgeting and accounting. It has the requisite features for this 
purpose, namely, a definite amount to be applied to a certain purpose 
during a fixed period. 

An indefinite annual appropriation is one that does not state the 
exact amount appropriated. It may provide an “amount sufficient” 
to operate a governmental unit, to cany out a certain piece of work, 
or to meet some obligation of the government ; or it may appropriate 
the receipts of some fund for a stated purpose; or it may designate 
the revenues from a certain source to be expended for some object. 
In none of these cases can the exact amount voted by the legislative 
body be discovered by looking at the appropriation act. The amount, 
however, may be estimated for the purpose of balancing the budget; 
and it is very important that it should be, as we have pointed out in 
connection with the discussion of the general budget summary in the 
previous chapter. The real difficulty with the indefinite appropria- 
tion is in the exercise of proper accounting control over the expendi- 
ture. Since no definite limit is set on the amount, the agency 
receiving the appropriation may continue to spend at its own discre- 
tion until the resources designated for the purpose are completely 
exhausted. Of course, if it became too extravagant, the proper ac- 
counting officer might have authority to call a halt on its expen- 
ditures. 

Where the revenues from certain taxes or other sources are ap- 
propriated to some purpose, the authorization is frequently known 
as a revenue appropriation. Such appropriation is nothing more than 
a special kind of indefinite appropriation, as indicated in the preced- 
ing paragraph. It has all the characteristics of the latter, and in 
addition it may fluctuate widely in amount from year to year depend- 
ing upon property valuations or changing business conditions within 
the jurisdiction of the governmental unit. With such an appropria- 

^ In the national government the annual appropriation accounts are held open for 
two years after the end of the budget period, so that all bills incurred under the 
appropriations may be submitted and paid. It is not uncommon in state and city 
governments for the accounts to be held open for one or more months after the 
close of the budget period for the same reason. See below, pp. 525-526. 
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tion a governmental agency may have more money than it requires 
one year and fall short of its needs another year. Of course, the 
amount of money available each year under a revenue appropria- 
tion may be fairly constant or increase at a uniform rate if the source 
is a special mill tax on property. A number of state and local gov- 
ernments have levied special mill taxes for certain governmental 
institutions, agencies, and purposes. When the proceeds from these 
taxes are appropriated annually or biennially, they are usually budg- 
eted ; but frequently the legislative authorization to levy such taxes 
constitutes a continuing appropriation, and in such cases they may 
not be budgeted. This is discussed under continuing appropriations 
in the subsequent section. 

Continuing Appropriations . — Continuing appropriations are au- 
thorizations to spend indefinitely, year after year, for some specified 
purpose. The amount appropriated in each instance may be definite 
or indefinite, but just the same it is renewed automatically each year, 
or other stated period, without further action on the part of the 
legislative body. When the end of the period to which a continuing 
appropriation applies is reached, the appropriation accounts are again 
credited with an amount equal to that of the preceding period. If 
the amount of the appropriation is indefinite, depending upon the 
expenditure requirements or upon certain anticipated revenues, it 
may then be estimated and accrued on the appropriation accounts at 
the beginning of the period. Any unexpended or unencumbered 
balance usually remains credited to the appropriation account at the 
end of the spending period and does not lapse as in the case of an 
annual appropriation. 

Legislative acts providing for continuing appropriations generally 
have the status of permanent laws both in the national and in the 
state governments. For this reason such appropriations are some- 
times referred to as “permanent’’ appropriations; in fact, they are 
so designated in the national budget document. Certain advocates 
of continuing appropriations, however, emphasize the fact that such 
appropriations are not to be regarded as permanent.^ The distinc- 
tion is made on the basis that continuing appropriations are con- 
stantly subject to change by the legislative body, and that where such 
appropriations are extensively used the practice is to alter them as 
frequently as every year or every biennium. As a matter of fact, 
this is largely a distinction without a difference. By w^ay of illustra- 
tion the following example of a continuing appropriation is cited 
from the Wisconsin Compiled Statutes of 1925, Chapter 20: 

^ See E. A. Fitzpatrick, Budget Making m a Democracy, 1918, p. 95. 
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There is appropriated from the general fund to the commissioner of insur- 
ance, annualiy, beginning July i, 1913, fifty-five thousand three hundred dol- 
lars, for the execution of his functions as commissioner of insurance. Of 
this there is allotted: (a) to the commissioner of insurance an annual salary 
of five thousand dollars; (b) to the commissioner of insurance, such sum as 
may be required for his actual and necessary expenses incurred in represent- 
ing the state at the annual meeting of the national convention of insurance 
commissioners. 

As an example of a permanent appropriation the following is 
cited from an act of Congress of June 30, 1906: 

There is permanently appropriated for each year $3,000,000, for the ex- 
penses of the inspection of cattle, sheep, swine, and goats, and the meat and 
meat-food products thereof which enter into interstate or foreign commerce, 
and for all expenses necessary to carry into effect the provisions of the act 
relating to meat inspection. 

An examination of the above examples reveals the fact that there 
is essentially no difference between them so far as concerns the type 
or kind of appropriation. Both appropriations have been in force 
for a number of years without change by the legislative body, the 
permanent appropriation for more than twenty years, and the con- 
tinuing appropriation for about fifteen years. Both appropriations 
are sections of permanent law; however, the legislative body can, 
if it chooses, change one as readily as the other. The expenditure 
requirements of each appropriation appear in detail in the budgets 
of the respective governments. We may conclude, therefore, for all 
practical purposes that these appropriations are the same type or 
kind, that continuing appropriations are permanent appropriations 
and vice versa. As a matter of terminology, however, it seems 
preferable to use continuing appropriations, rather than the other 
term, to designate the type.^ 

The same general classes are to be found under continuing as 
under annual appropriations, that is, definite, indefinite, and revenue 
appropriations. What has been said above under annual appropria- 
tions by way of describing these classes is equally true here. One 
thing, however, needs some further discussion at this point ; that is 
the use of the proceeds of special mill taxes under continuing appro- 
priations. The proceeds from these taxes generally constitute special 
funds that often carry with them authorizations to spend for stated 

^In England a considerable part, in fact, almost half, of the appropriations for 
the support of the national government are continuing or permanent appropria- 
tions. These appear in the budget under the head of “consolidated fund services,'* 
while the annuaE appropriations appear under the head of “supply services.” See 
above, p. 62, which presents a summary statement of the English budget for 
1928-29. 
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purposes, thus making them in effect continuing appropriations of 
the indefinite class. In many states, continuing appropriations are 
prohibited by constitutional provision or it has become the estab- 
lished custom to renew all appropriations periodically; consequently 
special mill levies have to be authorized by the legislature in these 
instances as a method of providing continuous support for certain 
institutions and agencies. Frequently, these levies are not budg- 
eted, since they carry with them the authority to spend on the part 
of the institution or agency receiving the proceeds. This is an un- 
satisfactory feature from the standpoint of comprehensive financial 
planning for the government and all its agencies. While a special 
mill tax may provide a constantly increasing income for a public 
institution, permitting this institution to plan ahead for its develop- 
ment, such a tax tends, at the same time, to make the institution 
more or less independent of central governmental authorities, namely, 
the legislature and the executive, and therefore hampers systematic 
financial planning for the government as a whole. When once voted, 
the special mill tax may go on for years and the original amount may 
increase until it has doubled or trebled without any subsequent legis- 
lative sanction. Consequently such a tax often removes the institu- 
tion or agency receiving it more completely from legislative control 
than does the ordinary continuing appropriation. Furthermore, 
the executive is generally prevented from budgeting the requirements 
of the institution or agency supported by a special mill tax, thus 
very seriously curtailing his managerial authority and control.^ 

The general tendency at the present time, especially in the state 
governments, is away from the use of special mill taxes. Only a 
few states, notably Colorado and Oregon, still levy these taxes in any 
appreciable amount. The reason for this is that many states have 
come to rely very little, if any, on the general property tax as a 
source of revenue. They have shifted the basis of their taxation, 
utilizing largely income and business taxes. Institutions and agen- 
cies, particularly those in the educational field, are now turning to 
other schemes, such as percentages of various kinds of revenue col- 
lected by the state government, in order to insure continuous support 
in lieu of the special mill taxes. Among local governments, espe- 

^ Several years ago when special mill taxes were more in vogue than at the 
present time, S. Gale Lowrie, in his book, The Budget, published by the Wiscon- 
sin state board of public affairs in 1912, defended the use of these taxes, espe- 
cially in the case of educational institutions. He recognized that such taxes have 
certain disadvantages, but he thought these were outweighed by the larger advan- 
tages. Being an ardent advocate of continuing appropriations, he could scarcely 
have come to any other conclusion. See Chapter II of his book, pages 65-85, where 
he discusses both continuing appropriations and special mill taxes. 
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dally counties, special mill levies are still widely used wherever per- 
missible under state laws. As budgetary methods are more widely 
adopted among the counties, doubtless the use of such levies will be 
restricted and the expenditure requirements of these- governments 
will be budgeted. 

Indeterminate Appropriations . — ^An indeterminate appropriation 
remains in force until the amount authorized is spent. It differs 
from an annual appropriation in that it does not terminate at a 
stated time; it is good until some specified purpose or object has 
been attained. It is unlike a continuing appropriation since it is not 
renewed automatically in the same amount at the end of a given 
period. It may be definite or indefinite as to amount, but generally 
speaking the amount is definitely specified. 

Indeterminate appropriations are usually made for construction 
projects, such as large public buildings, the time for the completion 
of which cannot be definitely determined. They are sometimes made 
for the purpose of eradicating plant and animal diseases, when the 
period that the work will take is somewhat uncertain. Whatever 
balances of such appropriations remain after the objects or purposes 
for which they were made are attained generally revert to the treas- 
ury surplus, being credited to the funds from which the appropria- 
tions were originally authorized. 

Conditional Appropriations . — A conditional appropriation is one 
that requires action by the legislative bodies of two governmental 
units. The legislative body of one unit authorizes an amount to be 
spent for a specified purpose and attaches certain conditions to it; 
the legislative body of the other unit accepts these conditions and 
usually votes an additional sum to be expended for the same purpose. 
In other words, it does not become valid as an appropriation until 
affirmatively acted upon by both legislative bodies. Of course, it 
may then be subject to executive veto in many governmental juris- 
dictions, but such procedure is not a distinguishing characteristic 
of this type of appropriation since it applies likewise to the other 
types. 

Some illustrations of conditional appropriations are those made by 
the national government to the states as subsidies, the states being 
required in most instances to match the amounts and to meet other 
conditions in order to receive them; those made by states to local 
units, where similar action must be taken by the local units ; and 
those made by one state requiring action by another state, to pro- 
mote an object or improvement common between the two states. 
Sometimes interstate arrangements require action on the part of 
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several states and even the national government, as in the case of 
water power developments and irrigation projects. A simple illus- 
tration of this kind, however, is the erection of a bridge over a river 
which forms the boundary line between two states, each state bearing 
part of the cost. 

It will be seen that the feature which distinguishes conditional 
appropriations from annual, continuing, or indeterminate appro- 
priations is the procedure of authorization; in other respects they 
are the same. Conditional appropriations may in fact be annual, 
continuing, or indeterminate in character. Hov’ever, they are usu- 
ally of the annual type and definite rather than indefinite as to 
amounts. Many of the federal subsidies to states are continuing in 
character, but the states may receive them by making annual 
appropriations. 

Continumg versus Annual Appropriations , — In discussing the 
relative merits of the four different types of appropriations, we may 
leave out of account altogether the third and fourth types, namely, 
indeterminate and conditional appropriations. Neither of these types 
is widely used, more especially the conditional type, it being limited 
to special cooperative arrangements between different governmental 
units. As to the relative advantages or disadvantages of the other 
tW'O types, which are by all odds the most important ones, there is 
wide difference of opinion. 

Advocates of continuing appropriations generally urge this type 
for the administrative and operating expenses of all the permanent 
services, institutions and agencies of the government. They claim 
that there is no need of annual action by the legislative body on the 
appropriations of well-established units of government; once the 
policy of maintaining these units has been accepted, the appropria- 
tions should be continuous. For the temporary and experimental 
agencies of the government, they would permit annual appropria- 
tions to be made, since these are not integral parts of the govern- 
mental machinery.^ 

While President Taft was inclined to favor the use of continuing 
or permanent appropriations in his proposed budget submitted to 
Congress in 1913, he thought that the administrative and operating 
expenses of all governmental units should be provided for through 
annual appropriations, since such expenses were ‘‘subjects concerning 
which questions of policy must be currently determined.’’ He pro- 
posed the use of continuing appropriations in providing for the up- 

^See E. A. Fitzpatrick, Budget Making in a Democrocyf 1918, pp. 85-97, in 
which the arguments for continuing appropriations are fully set forth. 
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keep of properties, interest on the public debt, pensions, subsidies, 
grants, and sinking fund requirements. “With respect to these ex- 
penditures,’’ he said, “every question of policy should be decided 
at the time the law is passed authorizing them.” ^ Had his proposal 
been adopted by Congress, it would have necessitated an extensive 
revision of the existing list of permanent appropriations. This list 
was, and still is, very inconsistent as to what it includes. For exam- 
ple, the appropriation for meat inspection is permanent, while that 
for enforcing the pure food and drug act is annual ; the appropriation 
for the reclamation service is permanent, although the appropriations 
for most other public works are annual ; some subsidies to the states 
are provided by permanent appropriations, but others are annual. 

Several advantages are claimed for continuing appropriations by 
those who favor this type. Such appropriations, as applied particu- 
larly to states, prevent the shutting down of administrative services 
through the failure of the legislative body to authorize expenditures 
each year or each biennium. To put it another way, they are the 
means of avoiding “cataclysmic administration,” that is, more or 
less fortuitous management so far as financial requirements are con- 
cerned. With an assured income year after year from continuing 
appropriations, governmental departments and institutions, particu- 
larly educational institutions, are enabled to plan ahead for their 
work and for the extension and development of their facilities. Fur- 
thermore, administration is greatly aided, since departmental and 
institutional heads do not have to spend time dickering with the mem- 
bers of the legislative body each time appropriations are made. These 
are the main arguments for continuing appropriations in a nutshell. 

Opposed to the use of continuing appropriations is no less a per- 
sonage than General Charles G. Dawes. In his report as Director 
of the Bureau of the Budget, transmitting the first national budget 
to the President on December 5, 1921, he attacked the permanent 
appropriations authorized by Congress and recommended annual 
appropriations for practically everything. He contended that per- 
manent or continuing appropriations lea^ to halfway forgotten 
projects — concealed in the permanent statutes— which are not prop- 
erly scrutinized or reviewed by Congress, that they encourage shift- 
lessness and carelessness on the part of the officials receiving them, 
that they stand in the way of increased public attention to financial 
matters, that they complicate the accounting and reporting procedure 
of the government, and that they are not necessary to planning 

^See Message of the President Submitting a Budget for Consideration of Con' 
gressy Senate Document No. 1113, February 26, 1913, pp. 38-42. 
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beyond the fiscal year. On the matter of planning ahead, he asserted 
that business concerns were constantly laying plans extending beyond 
the current year and yet the most of them work on short budget 
authorizations, sometimes not extending beyond six months. In 
order to call the attention of Congress to the large number of perma- 
nent appropriations, amounting to about one third of the total annual 
expenditure recpiirements, he included these in the budget docu- 
ment.^ This practice has since been continued, but the permanent 
appropriations do not appear in the annual appropriations bills and 
are not reviewed by the appropriation committees of Congress. 

Others who have studied the permanent appropriations of the 
federal government agree that they should be largely discontinued. 
One well-known exponent of the budget says that permanent appro- 
priations are ''difficult of defense, with the possible exception of a 
few' cases where the government has assumed obligations of a perma- 
nent contractual character or adopted a permanent policy, such as 
reduction of debt through a sinking fund.” ^ The objections to such 
appropriations, as this writer sees them, are that they complicate the 
problem of determining the financial needs of the government, intro- 
duce an element of uncertainty in arriving at the total funds voted 
for the support of the government or any of its activities for a given 
year, and seriously impair congressional power in directing and con- 
trolling the spending services of the government. 

While annual appropriations may not meet all the objections raised 
to continuing appropriations, they do, however, promote compre- 
hensive budgeting and make for uniformity in accounting procedure. 
It is not possible for annual appropriations to remain concealed in 
the permanent statutes for a long period as is often the case wuth 
continuing appropriations, especially in some of the state govern- 
ments. Under the annual system, the complete expenditure require- 
ment so f,. all the agencies of a government appear in the budget, 
being subject to review and authorization by the legislative body. 
Balances of appropriations which are frequently carried over from 
year to year under the continuing type are generally lapsed into sur- 

^ In the English budget the permanent appropriations, amounting to nearly one 
half the total, are largely confined to debt service, subsidies, and other obligations, 
the expenses of administration and operation being largely provided for by annual 
appropriations. However, the permanent appropriations cover services which 
apparently should be met by annual appropriations and vice Ho c! 

line of distinction can be drawn between the two. 

^ See W. F. WiXlonghby, The Naimial Btidgei System, 
loughby’s views on permanent appropriations were also shared by the late Martin 
B. Madden, who was for many years chairman of the Committee on Appropria- 
tions of the House. 
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plus under the annual type and the accounts closed at the end of each 
fiscal period, thus eliminating certain irregularities in the accounting 
procedure. 

If rightly applied, annual appropriations do not break down the 
continuity of governmental services by the failure of legislative 
bodies, particularly those of states, to provide the annual authoriza- 
tions at the proper time. It is quite possible to require such bodies 
to pass the appropriations by a certain date each year or each bien- 
nium, and if they do not act by that time, to provide that the appro- 
priations of the ensuing budget period shall be the same as those 
of the preceding period. This has been done in some states, notably 
Kentucky.^ Under this procedure, failure of the legislature by 
reason of a deadlock or otherwise to authorize the annual appropria- 
tions does not disrupt the administrative work of the government. 

Annual appropriations do not prevent long time planning, as is 
commonly asserted by those who favor continuing appropriations. 
The permanent agencies of the government may plan ahead for five 
or ten years and be reasonably certain that, if they make out con- 
vincing cases, they will receive the necessary annual authorizations. 
The annual system does, however, place them more or less in compe- 
tition with each other every time they demand appropriations for ex- 
tended work. But this is probably a good thing for the agencies, since 
in this way they get an impression of each other’s needs. Besides it 
requires the executive, or other budgeting authority, to consider the 
total demands of the various agencies in preparing the annual budget. 
This may readily lead to the preparation of a long time plan for the 
whole government, which would set up the expenditure requirements 
of all the agencies and relate them to each other and to the antici- 
pated income. Such a plan is highly desirable ; certainly, it is to be 
preferred to having the individual spending agencies plan for their 
needs without any adjustment between overlapping or duplicating 
activities and often at the expense of the government as a whole.^ 
Furthermore, the legislative body can act more intelligently on the 
expenditure requirements of governmental agencies when they .axe 
all presented through a unified plan, that is, through the budget sup- 
ported by a five or ten year program. Confusion and waste of 
public funds are likely to result from detached and decentralized 
financial planning — ^planning by governmental departments and insti- 
tutions fostered by continuing appropriations. 

The argument that continuing appropriations reduce the need for 

^ See below, pp. 422-424. 

^See below, the discussion of long time planning, pp. 171-176. 
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administrative agencies dickering with the members of the legislative 
body to secure adequate support does not seem to be borne out in 
practice. Even in those states, like Wisconsin, where such appro- 
priations are in vogue, the majority of the administrative agencies 
seek increases or changes in their grants every time the legislature 
meets. They seem to find plausible excuses for doing this every 
biennium; as surely as the legislative session rolls around, there 
they are with a batch of proposed amendments to their permanent 
appropriations. Such lobbying may, of course, happen under the 
annual system of making appropriations; it all depends on the extent 
of central supervision. With the proper authority and control, 
the executive may speak for all the administrative departments in 
placing their budgetary requirements before the legislative body. 
He may forbid the departmental and institutional heads to go to 
the members of the legislature, as Governor Lowden did in Illinois. 
Such an arrangement puts a definite stop to administrative officers 
dickering with the legislative body over their annual appropriations 
and, at the same time, it insures fair treatment of their expenditure 
needs. 

After all, the real reason for continuing appropriations lies deeper 
than one might suspect ; it is rooted in the administrative structure 
of the government itself. If the administration is largely decen- 
tralized, that is, composed of numerous independent or semi-inde- 
pendent agencies with only nominal executive supervision, then 
continuing appropriations are highly desirable. In fact, such appro- 
priations are part and parcel of this type of organization, as is shown 
by the administration of the state of Wisconsin.^ If the administra- 
tion is centralized by placing its functions in a few orderly depart- 
ments, the heads of which are responsible directly to the executive, 
then annual appropriations are quite satisfactory and are to be pre- 
ferred to continuing appropriations in meeting the expenditure 
requirements of the departments and institutions. This is amply 
demonstrated by those states and cities which have recently reorgan- 
ized their governments by centralizing administrative authority in 
the governor, the mayor, or the manager. 

The present trend seems to be in the direction of a more extended 
use of the annual type of appropriations both in state and local gov- 
ernments, There is also agitation in the national government for 
the abolishment of practically all the permanent appropriations. The 
legislative bodies of many states and cities have for a long time au- 

^ See F. A. Cleveland and A. E. Buck, Budget and Responsible Government ^ 

1920, pp. 113-11S, >65-267. 
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thorized no continuing appropriations. The provisions of some state 
constitutions do not permit continuing appropriations to be made by 
the legislature; besides, laws have recently been enacted in several 
states forbidding appropriations on a continuing basis. However, 
there are still many state and local governments which do not provide 
entirely for their expenditure needs through annual appropriations. 
These governments have varying amounts of continuing appropria- 
tions which seldom appear in their budgets. In a few states annual 
appropriations play a minor role in meeting the expenditure needs. 
The state administration of Wisconsin is supported almost entirely 
through continuing appropriations ; that of Connecticut is maintained 
to a considerable extent by what amounts to continuing appropria- 
tions. Oregon also has a comparatively large amount of such appro- 
priations, some of its important departments and institutions being 
wholly supported on the continuing appropriation basis. 

The Itemization of Appropriations. — The degree of itemization 
which should be followed in making appropriations has long been a 
matter of much discussion; in fact, it was one of the first questions 
to engage the attention of American budgeteers. This was more 
than twenty years ago; and, judging from present practices, it is 
still largely an unsettled question. One has only to examine a few 
appropriation acts or ordinances to see that there are, at present, 
wide variations in the detail of appropriations authorized by the 
different legislative bodies, — ^national, state and local. Some gov- 
ernmental agencies are granted appropriations in lump sum amounts ; 
others, in lump sums modified by certain detailed items; and still 
others, in varying numbers of segregated or independent items. 
Among the agencies of the national government may be found ex- 
amples of appropriations of all degrees of itemization from lump 
sum to highly segregated. Congress has followed no consistent 
or uniform practice in this regard. Some appropriations, running 
into millions, are in lump sum amounts, requiring only a half dozen 
lines to state them ; while others, small by comparison, are so detailed 
that they cover several pages of the appropriation act. The legisla- 
tive bodies of state and local governments generally follow more 
consistent schemes in making their appropriations. That is, they 
are more uniform within the particular governmental unit, but as 
between such units there is again great diversity. The form of the 
appropriations ranges all the way, for example, from lump sum in 
North Carolina to extreme segregation in New Jersey ; in the former 
state each department or institution is voted’ a single amount for its 
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administration and operation, while in the latter every employee and 
every kind of supply, material and contractual service are meticu- 
lously set forth and an amount authorized for each. Similar varia- 
tions are to be found in the cities. For instance, Rochester, New 
York, provides the various city departments with lump sum appro- 
priations, while Indianapolis, Indiana, sets forth in detail the ex- 
penditure objects and appropriates to each. 

The historical development of itemization is interesting* in this 
connection. A quarter of a century ago appropriations for the vari- 
ous agencies of state and local governments w^ere generally made in 
lump sums. At this time waste and graft were widespread due 
largely to the fact that ‘'administrative officers having lump sums of 
money at their disposal flung money right and left to hire henchmen 
and fatten contractors.’' This condition was naturally ascribed to 
the general lack of restrictions placed on the appropriations by the 
legislative bodies. The remedy suggested to meet it was the detailed 
itemization of the appropriations. Many state and local govern- 
ments immediately adopted this remedy. It at once checked graft, 
since “it prevented the administrator from using any unexpended 
balances for the purpose of hiring henchmen just before elections or 
from making contracts with political leaders for work never con- 
templated in the act of appropriation.” ^ But experience soon showed 
it to be a purely negative device. Practical administrators were not 
slow to see that highly segregated appropriations left no room for 
administrative discretion, tied the hands of good and bad officials 
alike, and prevented able and efficient department heads from spend- 
ing their money to the best advantage. In other words, it was “an 
extreme measure directed against malpractices, rather than a remedy 
calculated to build up efficient administration.” As soon as this 
became apparent, the New York Bureau of Municipal Research made 
an effort to convince legislative bodies that they ought to swing back 
to the use of lump sum appropriations, this time, however, with 
adequate accounting control over all expenditures, particularly those 
for personal services and commodities. In 1913, Frederick A. 
Cleveland, then director of the Bureau, summed up the case for 
detailed appropriations as follows : 

The best that may be said for the detailed appropriations of the past is 
that they are part of a system that has operated to prevent administrative 
action premised on infidelity and ignorance; that legislative control over 

^ See 'The Elements of State Budget Making,” Mimicipal Resear cK 1 :^ 0 , 80, 
Dec. 1916, pp. 30-31* 
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administration through detailed appropriations is a device adapted for use 
of a political institution, in which all the elements essential to administrative 
efficiency are lacking. Given a responsible government and a real execu- 
tive, the legislative restrictions which go with detailed appropriations are 
a first obstacle to efficiency to be removed.^ 

Despite the many valid objections to detailed appropriations, they 
are still very popular with state and local legislative bodies, as we 
have already noted. These appropriations are usually made in the 
same degree of itemization as the budget estimates, and therefore are 
often referred to, though inexactly, as the '^segregated budget.” 
This term has resulted in some confusion among those who are only 
slightly acquainted with the process of public budgeting. However, 
it is easily explained. It relates entirely to the appropriation bill and 
merely means that this bill contains detailed or segregated appro- 
priations which follow more or less item for item the expenditure 
estimates. Below is an example of segregated appropriations made 
by the New Jersey legislature to the state civil service commission 
(Chapter 325, Laws of 1926) : 


A3. CIVIL SERVICE COMMISSION 

Salaries : 


Commissioners 

Chief examiner and secretary . . . 

Assistant chief examiner 

Assistant secretary . 

Three senior examiners 

Senior examiner 

Medical examiner 

Janitors 

Special examiners 

Monitors 

Compensation for assistants . . . 

. . $15,500.00 

7 . 000 . 00 

. . 4,200.00 

2 , 400 . 00 
. . 7,020.00 

. . 3,000.00 

. . 4,200.00 

. . 100.00 

. . 1,000.00 

1 . 000 . 00 

. . 49,340.00 


Traveling expenses 

Printing and office supplies .... 


$ 94,760.00 

2 . 000 . 00 

6.000. 00 

Miscellaneous: 

Advertising 

Office equipment 

Incidentals 

to 

bob 

000 

000 

b b b 

000 



6 , 000 . 00 
$108,760,00 


Another example of segregated appropriations made by the city 
council of Indianapolis to the city controller (Appropriation Ordi- 
nance No. 3, 1926) , is as follows : 

^ F. A. Cleveland, ‘Tetailed versus Lump-Fund Appropriations/* a paper pre- 
pared for the annual meeting of the Association of Public Accounting Officers 
at Chattanooga, June 6;. 1913. 
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DEPARTMENT FINANCE 
ORGANIZATION UNIT: CITY CONTROLLER 


1. Services — Personal 

II. Salaries and wages, regular 

Controller $ 4,000.00 

Deputy controller 2,500.00 

Booklceeper 2,400.00 

License clerk . i , 800 . 00 

Stenographers, 2 at $1,200.00 2,400.00 

Sinking fund commissioners, 2 at $100.00 200.00 

Assistant secretary athletic commission 400 . 00 

Clerk . 600.00 

Stenographer . 1,500.00 

2. Services — Contractual 

21. Communication and transportation 

21 1. Freight, express and dra\’-age $ 10.00 

212. Postage 300.00 

214. Telephone and telegraph i53-oo 

216. Traveling expenses 500.00 

Total Item No. 21 963 .00 

24. Printing and advertising 500.00 

25. Repairs 50.00 

3. Supplies 

36. Office . 5,000.00 

5. Current Charges 

51. Insurance and premiums 1,250.00 

53. Refunds, awards and indemnities 200.00 

55. Subscriptions and dues 10.00 

6. Current Obligations 

61. Interest 182,000.00 

62 . Grants and subsidies 10,150.00 

7. Properties 

72. Equipment 50.00 


Total : City Controller $215,973.00 


Both the foregoing examples of appropriations are in the same 
detail as the expenditure estimates appearing in the budget. In other 
words, the estimates do not give any more specific information about 
the requirements of the budget year than the sections of the appro- 
priation act or ordinance already quoted. The only information not 
carried over from the estimates to the appropriations are the com- 
parative expenditure figures for the year or two preceding the budget 
year. Furthermore, every item set down in the estimates for infor- 
mational purposes becomes binding on the administrator as an item 
of the appropriation. If he is required, or if he elects, to supply 
information in his estimates in great detail, then he is that much the 
more restricted in his expenditure under the appropriations. 

This would naturally lead to increases in the various items of the 
budget estimates. The administrator would ask for more than he 
needed, so that he would be sure to have enough under each item. 
Once his requests were granted, he would take care to see that all the 
appropriations were spent. This would justify his asking for more 
the next time the budget was prepared, and so on ad'infimtmn. 
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Under this scheme it would be difficult, if not impossible, to hold 
down the cost of governmental services to a reasonable annual 
increment. 

Generally speaking, itemizations like those of the New Jersey and 
the Indianapolis appropriations are too detailed to permit of thor- 
oughly efficient administration. Assuming that they are strictly 
adhered to, such appropriations do not permit the use of discretion 
on the part of administrative officers. They stereotype the processes 
of public management ; the executive has little or no latitude in pur- 
chasing the services, commodities, and equipment needed in carrying 
on the governmental work under his control. In making such appro- 
priations, the legislative body has gone too far in setting up expend- 
iture restrictions— restrictions which are entirely unnecessary under 
a modern system of financial control. To set down each object and 
to Jix its probable cost several months before it will be needed is 
simply to ignore the possibilities of changes in market conditions 
and work requirements. Yet this is exactly what every legislative 
body does which makes detailed appropriations to objects. 

How then should appropriations be made in order to give free 
play to administrative discretion? This is not an easy question to 
answer, although recent experience seems to point the way. Obvi- 
ously, there should be some limits on the extent to which legislative 
bodies may impose restrictions on administrative officers and agencies 
through the appropriations. As to where these limits should be set 
depends in no small measure on the stage of development reached 
in the financial organization and methods of the government. With 
the establishment of the General Accounting Office and the revival 
of the allotment system in the national government, it is . possible 
for Congress to remove a great many of the restrictions placed on 
some of the departments and agencies through the highly itemized 
appropriations which have been made for a number of years. These 
appropriations may now be made under a few general heads with 
great advantage to the administrative services and with practically 
no danger of the funds being misused. In a number of state and 
city governments adequate financial control already exists to permit 
the use of lump sum appropriations without the possibility of un- 
detected graft or misappropriation. In these governments the legis- 
lative bodies ought not to impose the restrictions of segregated 
appropriations upon the administrative departments and agencies. 
It is doubtful if such restrictions should be imposed even in those 
governments which still have poor financial organization and meth- 
ods But this is somewhat beside the point. 
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With proper financial control, where should the legislative body 
stop in restricting appropriations? It does not seem desirable to 
itemize beyond the general purposes for which money is to be ex- 
pended by the administrative department or agency. These purposes 
may be shown in one of two ways : either along functional lines or 
according to the character of expenditure. 

Frequently appropriations are made to the functions performed 
by administrative departments. The legislative body may desire that 
certain work be carried on and therefore appropriate directly to it, 
as in the case of the federal meat inspection. This leaves the ad- 
ministrative officer free to set up whatever organization he thinks is 
required to perform the work. When once established, this organi- 
zation usually constitutes a bureau or division of the department; 
hence an appropriation to the function is equivalent to one to the 
bureau or division. In such cases the appropriation ought to be made 
to the subdivision of the department rather than to the function. An 
appropriation of this kind is to be preferred to a functional appro- 
priation for purposes of budgetary control, since it indicates more 
clearly the lines of administrative responsibility. The expenditure 
of a functional appropriation is difficult to control unless a well- 
devised work program is submitted to the chief financial or account- 
ing officer. Without such a program the accounts may be falsely 
charged and an ordinary audit will not reveal that fact. The func- 
tional appropriations which have been voted for some time (from 
1918 to 1928) in the state of Virginia have never been very satis- 
factory on this account. Frequently expenditures have been made 
for other than the intended purposes, yet the central accounting 
officer (the state auditor until 1928) did not know this and was 
unable to ascertain it from the records. A lack of confidence on 
the part of the Virginia legislature in its scheme of appropriation 
was indicated by the fact that the salaries which were to be paid in 
connection with the performance of each function were itemized. 
This further complicated the administrator's task and curtailed his 
initiative, but it was probably necessary in Virginia since the state 
had no general regulations governing salaries or employment. 

When segregation by services, commodities, and other objects 
is added to itemization by functions, the appropriations thus made 
impose very serious limitations on efficient administration. Such 
arrangement is equivalent to telling the administrative officer not 
only that he must do a certain piece of work but that he must pur- 
chase certain services and things with whichAo do it Itemization 
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of this character should be avoided for the sake of good admin- 
istration. 

The other scheme of itemization is according to the character of 
expenditure, the main headings of which are current expenses (ad- 
ministration and operation), current obligations (fixed charges), 
acquisition of properties, and debt payments. This scheme is uni- 
form for all governmental agencies, whereas the functional scheme 
is not. Besides it is more satisfactory than itemization by functions, 
since it indicates clearly the general nature of the expenditures. 
This method of segregation shows the administrator just how much 
the legislative body has authorized him to spend for administration 
and operation and how much for the acquisition of properties. If 
he is to be at all restricted, this scheme of itemization gives him 
greater leeway in the use of his judgment than any other. 

A good example of itemization along character lines is the follow- 
ing appropriation made by the city council of Rochester, New York, 
to the bureau of fire for 1927: 

To the Bureau of Fire (from the General Fund), the sum of nine hun- 
dred seventy-two thousand, seven hundred seventy-six dollars and seventy 
cents ($972,776.70), it being estimated that this amount is to be spent as 
follows : 


Current expenses $970,376.70 

Fixed charges 2,400.00^ 

It will be seen that this is virtually a lump sum appropriation, since 
the division of it into two items is not absolutely binding on the 
administrator. The items are merely to indicate to him that he has 
certain fixed charges to meet along with his current expenses. The 
appropriations to all the operating agencies of the Rochester city 
government are similar in form to this one. 

The appropriation acts of North Carolina, California, Idaho and 
Washington, contained in the 1927 laws of these states, illustrate 
the use of lump sum appropriations in connection with state agencies. 
The appropriations to the University of North Carolina may be cited 
as one example. This institution received for maintenance (admin- 
istration and operation), during the fiscal year 1927-28, $850,000, 
and during the fiscal year 1928-29, $880,000 (Chapter 79, Laws of 
1927). It also received (Chapter 147, Laws of 1927) from bond 
funds for permanent improvements the sum of $1,220,000 to be 
expended according to this provision : 

^ This appropriation authorizes the expenditure requirements shown in detail 
on Figure 20, above, p. tor. 
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For the following specific purposes: library building, classroom building, 
reconstruction of new West building, reconstruction of the wing of Phil- 
lips Hall, reconstruction of wing of Peabody Hall, reconstruction of Memo- 
rial Hall, new dormitory, furniture and fixtures for above buildings, per- 
manent equipment, improvement of grounds; provided, that not more than 
six hundred twenty-five thousand dollars ($625,000) of the total sum hereby 
appropriated shall be expended in the erection of a library building. 

The division of the foregoing appropriation as between mainte- 
nance (operation) and properties, with a lump sum for each, allows 
the administrator practically free play in the use of funds. Even 
the provision added to the second amount cannot be said to hamper 
his action. The only thing he is really prevented from doing is 
diverting money from construction purposes to operation. It seems 
entirely proper that this line should be drawn by the legislature in 
making the appropriations. Since the funds for operation are con- 
trolled by executive allotments in conjunction with a central account- 
ing system, the North Carolina legislature is fully justified in making 
the appropriations in lump sums. 

Current experience indicates that the character grouping is as 
segregated as appropriations ought to be, assuming that the admin- 
istration has a work program operated through an allotment sys- 
tem. If objects are added under each character group, the itemization 
then becomes too detailed, hence too hampering on the administrator. 
Such restrictions as are to be placed on the administrator in the form 
of conditions of employment, purchasing, or contracting should be 
prescribed by general law rather than attached to the appropriations. 
This is more satisfactory both from the standpoint of the legislative 
body and the chief administrator. It relieves the former of the 
tedium of passing on a multitude of details in authorizing appro- 
priations, and it gives the latter the flexibility required in carrying 
on work in an efficient and economical manner. 

In the transition period between segregated appropriations, which 
were popular some fifteen years ago, and lump sum appropriations, 
which have recently come into favor, some state and city govern- 
ments resorted to the use of detailed schedules by objects, each 
schedule supporting a lump sum appropriation. Only the lump sum 
appropriation, however, was binding; the items in the supporting- 
schedule could be changed or transferred by executive order. 

This scheme of lump sum appropriations with itemized schedules, 
particularly for operating expenses, was first proposed for New 
York State by Governor Whitman in his tentative budget of 1916. 
He recommended it as a means of getting away from the highly 
itemized appropriations which were then in use, but the legislature 
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refused to adopt it. About a year later this scheme was adopted 
in a somewhat modified form by the state of Maryland. Lump sum 
appropriations were made for salaries and other current expenses, 
with itemized schedules following each sum so appropriated when- 
ever more than one item was included. These schedules, according 
to a provision of the appropriation act, represented the initial plan 
of distribution and apportionment of the appropriations, and each 
appropriation was disbursed in accordance with the schedule attached " 
to it, unless and until such schedule was amended. Upon application 
by the spending officer concerned, the governor was allowed to 
authorize transfers between items within any schedule, thus amend- 
ing the schedule. Whenever a schedule was amended by the gover- 
nor, it was transmitted with his approval to the comptroller, who 
thereafter was required to pay out the appropriation, or whatever 
balance might remain, in accordance with the amended schedule. 
Finally, it was provided that all transfers and changes in the sched- 
ules, made or approved by the governor, should be reported by him 
to the next session of the legislature. This scheme was later modi- 
fied in such manner as to make appropriations out of the items con- 
tained in the appended schedules, so that the Maryland legislature 
now grants what are in effect itemized appropriations. A few other 
states, notably the Territory of Hawaii, have made use of this form 
of granting appropriations, namely, lump sums with supporting 
schedules containing transferable items. While this form is un- 
doubtedly an improvement over highly segregated appropriations, it 
limits the administrator to a system of transfers between stated 
items when he should be permitted or required to set up a real work 
program.^ 

The. Appropriation Bill.— It is through the appropriation bill 
that the legislative body takes formal action on the expenditure side 
of the budget. The purpose, in short, of such bill is to authorize 
t he s pending of public moneys and to fix responsibility for so doing 
upon some officer or agency of the government. For this reason, 
the appropriation bill should not be confused with the expenditure 
estimates and data of the budget. This is being done in some of the 
local governments where the only expenditure information presented 
to the legislative body and to the public is in the form of a detailed 
or segregated appropriation bill. The appropriation bill cannot be 
made to take the place of the estimates and supporting information 
in the budget, no matter how it is drafted. 

^ The work program is a very important, in fact a necessary, feature of budgetary 
control. See below, pp. 457-463* 
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Appropriation bills are usually enacted annually or biennially; 
hence they are generally regarded as temporary statutes, effective 
only for one or two years. However, as we have already noted, 
some states, notably Wisconsin and Connecticut, view^ their appro- 
priation acts as permanent statutes and make them a part of the 
codified laws. In such cases, changes in the appropriations are made 
from year to year through amendments to the permanent appropria- 
tion acts rather than by the passage of new laws. This procedure 
results largely from the use of continuing appropriations, preference 
being given to this type in providing for the spending requirements 
of the state government. 

Appropriation acts and ordinances vary greatly in length mainly 
on account of the degree of itemization. The appropriation acts 
passed each year by Congress approximate 300 closely printed pages 
in the statutes at large. The ten main appropriation acts for the 
support of federal departments and establishments for the year end- 
ing June 30, 1928, totaled over 275 pages. Other appropriation acts 
for the same period increased the number of pages to almost 300. 
As compared with this, the British Parliament ordinarily passes two 
appropriation acts. For the year ending March 31, 1928, these two 
acts totaled five pages, which included an abstract of appended sched- 
ules to the acts proper.^ Examples of voluminous appropriation acts 
are also found among our state governments. The general appro- 
priation act of New York State for the fiscal year beginning July i, 
1927, extended over 127 pages of the statutes, although set in 8 point 
type. Other appropriation acts for this fiscal year covered a large 
number of additional pages. The appropriation acts of Illinois for 
the biennium 1927-29 took up 164 pages of the statutes. Ohio's 
general appropriation act for the period beginning July i, 1927, 
required 201 pages of the statutes. In comparison with these are the 
three appropriation acts of North Carolina, which covered 16 pages 
in the 1927 laws of that state. Among the cities there are many 
large appropriation ordinances. New York City, for example, 
spreads its general appropriation ordinance for 1927 over more than 
300 large printed pages. Most of the other large cities have lengthy 

^ These acts were called ^^Consolidated Fund (No. i) Act, 1927’'* (passed March 
29, 1927) and “Appropriation Act, 1927*' (passed July 29, 1927). During this fis- 
cal year another act, as sometimes happens, was passed on December 22, 1927, 
carrying additional appropriations. It was called the “Appropriation (No. 2) Act, 
1927/^ and contained three and one-half pages, including an abstract of sched- 
■,'tlle*' 

The Consolidated Fund (No. i) Act is not regarded by the English as being, 
strictly speaking, an appropriation act, since it does not distribute the amount 
authorized to the particular “votes.” 
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appropriation ordinances. A few cities, however, have succeeded 
in reducing their appropriation ordinances to very brief documents. 
For example, Rochester, New York, has an appropriation ordinance 
of about two pages. Lengthy appropriation acts and ordinances are 
necessary so long as legislative bodies insist on highly itemized 
appropriations. The remedy lies in the use of lump sum appropria- 
tions under the proper system of control. 

MMltiplicity of Appropriation Bills . — We have already alluded to 
the fact that the legislative bodies of many governmental units pass 
numerous appropriation bills authorizing expenditures to be made 
during a single budget period. There are as many as ten major 
appropriation bills passed each year by Congress. These contain 
the appropriations for (i) the Treasury and Post Office depart- 
ments, (2) the District of Columbia, (3) the War Department, (4) 
the Department of Agriculture, (5) the Executive Office and inde- 
pendent offices, (6) the Department of Interior, (7) the Navy De- 
partment, (8) the departments of State, Justice, Commerce, and 
Labor, and the Judiciary, (9) the Legislative Establishment, and 
(10) deficiencies. The handling of these bills is somewhat facilitated 
by grouping the departmental needs in a single measure which clears 
through a special subcommittee of the Committee on Appropriations 
in each house of Congress. Besides these major bills, there are usu- 
ally some others of lesser importance. As compared with this prac- 
tice, it may again be noted that the British House of Commons 
usually passes only two or, at the most, three appropriation acts 
each year. 

Many of our state legislatures pass numerous appropriation bills 
at each regular session. The 1925 legislature of Pennsylvania passed 
328 appropriation bills which were approved by the governor ; be- 
sides, 52 bills carrying appropriations from the general fund were 
passed and vetoed by the governor. In addition to these numerous 
bills, there were 28 general laws enacted carrying appropriations for 
amounts varying from a few hundred to several million dollars. 
The New York legislature passed at its 1927 session 65 appropriation 
bills which were approved by the governor. One of these was the 
general appropriation bill, carrying a total of more than $147,000,- 
000. The other bills were for amounts varying from $500 up to 
$18,000,000. The Illinois legislature of 1927 enacted 71 appro- 
priation measures, varying in amounts from $450 to over $83,000,- 
000. In 1925 the Colorado legislature placed on the statutes of that 
state 59 appropriation acts. While the legislatures of these states 



138 PUBLIC BUDGETING 

lead in the passage of numerous appropriation bills, there are several 
other state legislatures that pass large numbers of such bills. 

Undoubtedly this practice should be greatly restricted. Even the 
state legislatures which pass the largest number of appropriation 
bills are aware of this fact and attempt to include the major part of 
their appropriations in one bill, usually called the general or omnibus 
appropriation bill. The need for restricting the number of appro- 
priation bills is recognized by the budgetary legislation of about one 
third of the states, the governor or other budget making authority 
being required to submit an appropriation bill along wdtli the budget 
document. In Maryland, for example, the restrictions on the legis- 
lature are such that the governor's bill is likely to be the only one 
passed. It is now the practice in Massachusetts for each legislature 
to pass two appropriation bills, one designated as ‘'general" and 
the other as “supplementary." Not more than ten years ago the 
Massachusetts legislature was accustomed to enact more than a 
hundred separate appropriation bills at each session. Other states 
find it thoroughly practical and satisfactory from the standpoint of 
legislative consideration to have only a limited number of appro- 
priation bills. In fact, restrictions of this kind have a salutary effect 
in keeping down the number of miscellaneous appropriation bills 
proposed by legislative members many of which are of a “pork bar- 
rel" nature. They also tend to preserve the integrity of the budget 
plan as presented by the governor or other budget making authority. 

It is now the general practice among city governments to have a 
single appropriation bill or ordinance covering the expenditure re- 
quirements of the budget. This makes it easy to compare the appro- 
priations with the budget proposals ; furthermore, the appropriations 
for each governmental unit appear in one section of the bill rather 
than being scattered through a number of bills as is the case in sev- 
eral states. In local governments, however, there is a tendency, 
fortunately absent among state governments, to pass supplementary 
appropriation bills in the course of the budget period. This is at- 
tributable in a large part at least to the fact that the local legislative 
bodies meet frequently throughout the year, while state legislative 
bodies convene normally only once a year or once every two years. 

Restrictive^ Provisions Relating to Appropriations.— Tht appro- 
priation bill usually contains certain provisions specifying the terms 
and conditions, either general or specific, under which the appropria- 
tions are to be expended. Some of these provisions are necessary; 
others are not. Those which are necessary relate to the amount of 
the appropriation, the period for which it is available, the spending 
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agency, and the fund from which the appropriation is payable. As 
we have already pointed out above in discussing the nature of appro- 
priations, the amount is always stated or implied; that is, it may be 
definite or indefinite. The period, likewise, is always stated or im- 
plied ; it may be fixed, indefinite, or continuous. These two requisites, 
namely, the amount and the period of availability, determine largely 
the type of the appropriation. The third requisite, that is, the 
spending agency, is not always stated in connection with the appro- 
priation; however, it must be, if responsibility is to be definitely 
fixed for the expenditure. Appropriations are sometimes made to 
functions, objects, or purposes without specifically naming the agen- 
cies which are to supervise the expenditures, although they are 
implied in most cases. The fund, or funds, from which appropria- 
tions are payable are usually specified, since all special funds auto- 
matically place certain restrictions on the expenditure of the moneys 
available in them. Where the fund is not mentioned, it is generally 
understood that the appropriation is to be met out of the general 
fund, which is the only unrestricted fund. 

Other provisions are often written in the appropriation bill which 
are not necessary to the actual authorization of the appropriations, 
and which in most cases ought to be made the subject of general 
legislation. These relate to transfers, allotments, or apportionments, 
control over expenditures for personal services and for supplies, 
materials, and equipment, general fiscal control, and sometimes gen- 
eral legislation. Where appropriations are highly itemized, the 
appropriation bill usually carries a provision for transfers between 
items under each spending agency subject to executive or legislative 
approval, or sometimes both. This is done in order to give some 
flexibility to the expenditure of what would otherwise be very rigid 
appropriations. Frequently transfers of appropriations are permitted 
between spending agencies as a method of meeting contingencies 
due to changing conditions or work requirements.^ Allotments or 
apportionments of lump sum appropriations under executive direc- 
tion are sometimes required through a provision of the appropriation 
bill. Likewise, provisions for control ‘of the expenditure of appro- 
priations for personal services and for supplies, materials, and equip- 
ment are often found in the appropriation act or ordinance. These 
relate to salary ranges, purchasing regulations, contracting, and so 
forth. Sometimes provisions covering certain aspects of general 
fiscal control are to be found in the appropriation measure. And 
this is not all; matters of general legislation may even be tacked on 
^ See below, pp. 487-489. 
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to the appropriation bill. This was, until quite recently, a rather 
common feature of the appropriation bills of the national govern- 
ment. Permanent legislation of a wholly extraneous nature was 
frequently incorporated in these bills and, as ^Tiders’’ to necessary 
appropriations, went through Congress and escaped the President's 
veto. But recent rules adopted by Congress have, to a large extent, 
corrected this situation. However, there is still a great mass of 
legislation of a permanent character appearing in the appropriation 
acts, which prescribes in detail just how the appropriations must 
be expended. 

Undoubtedly, all general provisions with reference to the expendi- 
ture of appropriations in national, state, or local goveriimeiits ought 
to be taken out of the appropriation acts and enacted once for all 
as general legislation. These provisions would then become a part 
of the permanent statutes and it would be unnecessary to reenact 
them year after year in connection with the annual appropriations. 
A good example of this method of handling such provisions is the 
Illinois act in relation to state finance, approved June 10, 1919. This 
act makes part of the permanent law of the state nearly all of the 
general provisions which w^e have discussed above, so that it is 
unnecessary to include them in the appropriation acts. 

A few state legislatures, notably that of Pennsylvania, frequently 
include appropriations in the general laws, which, in a way, is the 
reverse of including general legislation in the appropriation acts. 
Under such procedure an appropriation is often tucked away in some 
section of a long act, perhaps, without even mention of the fact in 
the title of the act. After awhile the appropriation may be prac- 
tically forgotten, especially if it is of the continuing type, no one but 
the spending agency and the chief accounting officer being aware 
that it has been authorized by the legislative body. In fact, it may 
become so completely obscured that the budget will fail to show it 
as one of the expenditure requirements to be met. There is no 
doubt that this method of making appropriations is poor practice 
from the budgetary standpoint. Appropriations ought always to be 
made separately from the general laws, even though these laws can- 
not become fully effective without the authorization of expenditures. 

It sometimes becomes necessary for the legislative body to give 
specific instructions with regard to or impose definite Imiitations on 
the expenditure of certain appropriations. In this event, such in- 
structions or limitations may be stated in connection with the appro- 
priation to which they relate or, if applicable to several appropria- 
tions, they maybe arranged in an orderly fashion at the end of the 



THE BUDGET BILLS 141 

appropriation act. It is not advisable, however, to put too much 
running text in the middle of an appropriation bill, as this breaks up 
the continuity of the tabular matter and makes it difficult to deter- 
mine quickly the amounts authorized. 

The Form of the Appropriation Bill . — There is no general form 
or special phraseology employed in setting up appropriation bills. 
Usage varies widely not only as between national, state and local 
governments, but among state governments and also among local 
governments. Some appropriation bills are elaborate ; some are very 
simple. This, of course, depends upon several things which we 
have already discussed, such as the type of appropriations, the degree 
of itemization, and the terms and conditions imposed by the legisla- 
tive body on the expenditure of the appropriations. 

Bills making annual appropriations usually state the period which 
they cover in the opening section. If the appropriations extend 
over a biennium, as in several of the states, this fact is noted ; and 
usually the amounts are separately appropriated for each of the 
years. A notable exception is Pennsylvania, where the appropria- 
tions cover the entire biennium. In this case, it is left to the ad- 
ministration to determine how much of any appropriation is to be 
spent during the first year of the biennium and how much during 
the second year ; however, it is generally assumed, as we shall explain 
in a later chapter, that the amount will be divided about equally 
between the two years.^ 

The funds from which appropriations are to be paid are generally 
stated in the appropriation bill. Sometimes the bill is divided into 
parts according to the various funds, but this is not good practice 
since it usually splits up the appropriations to some of the organi- 
zation units so they appear in different parts of the bill. This makes 
it difficult to get an idea of the total amount appropriated to a given 
organization unit. It is better to specify in the beginning of the 
appropriation bill that all moneys not payable from the general fund 
are so designated in connection with the specific appropriation, and 
then name the special fund in each instance. 

Appropriations are usually made to organization units, that is, to 
the departments, institutions, offices, and agencies of the govern- 
ment. This is a desirable practice, as we have already pointed out, 
since by this method responsibility is definitely fixed for expenditure. 
No matter in what form an appropriation is made, some govern- 
mental unit or agency must administer it. Hence, the primary or 
basic classification in the making of appropriations should be the 

^ See below, pp. 472-473. 
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organization unit, and the legislative body should recognize this fact 
in authorizing the appropriations. It may be argued that there is 
little point to placing the appropriations for the general construction 
projects, such as an office building, under some one organization 
unit, even though this unit may be authorized by law to supervise 
the work. In some instances, this argument is well taken, since 
such appropriations make the budget of the supervising organiza- 
tion unit appear much larger that it really is. Furthermore, two or 
three governmental agencies may be equally responsible for seeing 
that the money is properly expended. Such a situation should be 
met through specific legislation and not be left entirely to the appro- 
priation bill. 

Minor organization units or spending agencies do not always re- 
ceive appropriations from the legislative body. Sometimes appropri- 
ations are made in lump sum amounts to a department of the 
government to meet the current needs of several institutions which 
may be operating under the department. This, for example, is the 
plan followed in making appropriations to the Ohio department of 
public welfare for the period ending December 31, 1928. The opera- 
tion and maintenance requirements of more than a score of insti- 
tutions under the direction of this department are lumped together 
according to certain object groups, an amount being appropriated 
for each group. These amounts are apportioned to the various 
institutions during the year by the head of the department. 

In setting up the appropriations for each organization unit, tabular 
arrangement is much to be preferred to any other. It was the 
custom several years ago to write the appropriations in the form of 
straight textual matter, the amounts in dollars and cents being 
spelled out in full. For example, as late as twelve years ago, the 
New Jersey state appropriations were made in the following form: 

EXECUTIVE DEPARTMENT 

For the governor, for salary, ten thousand dollars; for the secretary 
to the governor, for salary, four thousand dollars; for compensation for 
assistants in the executive department, five thousand one hundred dollars ; 
for blanks and stationery for the use of the executive department, one 
thousand two hundred and fifty dollars; for traveling expenses, postage, 
expressage and other incidental expenses, two thousand seven hundred and 
fifty dollars.'^ 

It will be seen that this form makes it impossible to comprehend 
at a glance the amount of the different items, or the total appropri- 
ated to the organization unit without making a series of figures and 

^ Chapter 277, Laws of 1917. 
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adding them. Yet many of our governments still follow practically 
this same scheme in making appropriations, the only change being 
that they write the amounts in figures instead of letters. An ex- 
ample is the appropriation made by Congress to the auditor’s office 
of the District of Columbia for the fiscal year ending June 30, 1923 : 

Salaries: Auditor, $4,000; chief clerk, $2,250; bookkeeper, $1,800; ac- 
countant, $1,500; clerks — ^three at $1,600 each, five at $1,400 each, one, 
$1,350, four at $1,200 each, seven at $1,000 each, one, $936, two at $900 each, 
two at $720 each ; stenographer and typist, $1,400 ; messenger, $600; property 
survey officer, $1,800; teachers’ retirement section: clerks — one $1,800, one 
$1,500; disbursing officer, $3,000; deputy disbursing officer, $1,600; clerks — 
two at $1,200 each, two at $1,000 each, one $900; messenger, $600; in all 
$56,276. 

While this arrangement shows the amounts in figures and gives a 
total at the end, one has difficulty in distinguishing the number and 
kinds of positions. To make apparent the greater ease with which 
these appropriations may be comprehended under the tabulated form, 
we have set them up as follows : 

AUDITOR'S OFFICE 


Salaries: 

Auditor $ 4,000 

Chief clerk 2,250 

Booldceeper 1,800 

Accountant 1,500 

Clerks: 

3 @ $1,600 4,800 

5 @ 1,400 7,000 

1 @ 1,350 1,350 

4 @ 1,200 4,800 

7 @ 1,000 7,000 

I® 936 936 

2 @ 900 1,800 

2 @ 720 1 ,440 

Stenographer and tj^ist i , 400 

Messenger 600 

Property survey officer r , 800 

Teachers’ retirement section 
Clerks: 

I @ $i,Soo 1,800 

1 @ 1,500 1,500 

Disbursing officer 3,000 

Deputy disbursing officer i ,600 

Clerks: 

2 @ $1,200 2,400 

2 @ 1,000 2,000 

I @ 900 900 

Messenger 600 


Total $56,276 


Since the classification act of 1923 was passed, Congress has 
ceased to itemize the salaries in the appropriation acts ; however, 
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the general form of the appropriations is the same. The appropria- 
tion, noted above, has been greatly shortened. For the fiscal year 
ending June 30, 1928, it read as follows : 

AUDITOR’S OFFICE 

For personal services in accordance with the Classification Act of 1923, 
$88,640, and the compensation of the present iiicitmbent of the position 
of disbursing* officer of the District of Columbia shall be exclusive of 
his compensation as United States property and disbursing officer for the 
National Guard of the District of Columbia. 

The preceding appropriation illustrates the advantage of personnel 
classification and salary standardization in making appropriations. 
Under such a system, the legislative body is assured of adequate 
control over expenditures for personal service without the necessity 
of making detailed appropriations/ 

Some states, notably Pennsylvania, follow the same scheme as the 
national government in setting up appropriations. Most of the 
states, however, set up their appropriation bills in tabular form, 
using a column for each year where the appropriation period extends 
over a biennium. Nearly all the city and county governments follow 
the tabular form in making appropriations. The trend is decidedly 
in this direction and in a short time all legislative bodies will no 
doubt make their appropriations in tabular form. 

The itemization of appropriations, which is perhaps the most im- 
portant question in connection with the setting up of the appropria- 
tion bill, has already been discussed at length in this chapter. It has 
been pointed out that the appropriations should by no means follow 
the same detail as the estimates, but that they ought to be more 
or less lump sum amounts. On what basis of classification then 
should the lumping be made? Certainly the so-called object basis, 
that is, according to salaries, contractual services, supplies, materials, 
and equipment, is too detailed, too segregated, for administrative 
efficiency. Itemization of appropriations on the basis of the char- 
acter grouping of expenditures seems quite adequate from the stand- 
point of legislative supervision of the administrative work and, at 
the same time, furnishes all the control that is necessary if the 
appropriations are spent according to a work program supported by 
allotments. On the character basis, the appropriations to each or- 
ganization unit or spending agency would be made in two lump 
sum amounts, one for current expenses and the other for properties. 
The first amount would cover administration, operation and main- 

^See, below, pp. 539-54^ for farther discussion on this point. 
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tenance, and the second amount would cover the purchase or con 
struction of all properties, such as major equipment, buildings, 
improvements, and land. Very few, if any, of the operating units 
of the government would require appropriations for current obliga- 
tions, that is, for interest, pensions, subsidies, or taxes. Whenever 
these requirements occur under an organization unit, they should be 
appropriated as a lump sum amount separately from that for current 
expenses or for properties. By this method they are clearly sepa- 
rated from the operating charges of the spending unit under which 
they happen to be placed for purposes of administration. Appropri- 
ations for the retirement of serial bonds or for sinking fund install- 
ments should be shown separately ; these usually appear only under 
one department of the government, namely, the finance or treasury 
department. For an ordinary operating department of the govern- 
ment, assuming that constitutional and statutory provisions permit, 
the appropriations should be stated in substantially the following 
form : 

(Name of Organization Unit) 

For current expenses (if paid from funds other than the general fund, 


specify fund and amount) $ 000,000 

For acquisition of properties (name fund or funds to be paid from and 

amount from each) . . .’ 000,000 

Of this amount, not to exceed $000,000 shall be spent for the 
f ollowmg purposes : 

Construction of hospital wing .... $000,000 

Construction of power plant 00 , 000 

Purchase of tract of land 00 , 000 


Total for (name of organization unit) $0,000,00 


The subitems above under the second lump sum amount for the 
acquisition of properties are unnecessary, unless the legislative body 
wishes to fix the maximum that may be expended for certain build- 
ings, improvements, or parcels of land. There is nothing to be 
gained in segregating the amount for current expenses, assuming 
that adequate accounting control is exercised according to a system 
of administrative allotments. If the salaries of the employees of the 
government have not been properly standardized, it may be advisable 
to segregate from the total amount for current expenses the amount 
that may be spent for personal services. This can be done by 
merely adding a line, saying: “Of this amount, not to exceed $000,- 
Goo shall be spent for personal services.'’ No transfers should be 
permitted between the amount for current expenses and the amount 
for the acquisition of properties. The main reason for this is to 
prevent the diversion to current expenses of moneys which have 
been appropriated for the acquisition of properties. Fund restric- 
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tions should also be observed in making transfers between appro- 
priations d 

If a governmental department is very large, having under it 
several operative divisions, such as institutions, it may be advisable 
to appropriate to each of these divisions in the form outlined above. 
But wherever all the expenditure requirements of the department can 
be lumped together in making the appropriation, this form from the 
administrative standpoint is to be preferred to segregation. 

An appropriation bill in the form just outlined may be set up 
directly from the information contained on the supporting schedules 
to the general budget summary, as explained and illustrated in the 
preceding chapter. Schedules i and 3 are particularly useful in this 
connection, since they show the proposed expenditures for each 
organization unit by character and by funds.^ 

Several appropriation bills, particularly those of local governments, 
are segregated by funds, thus requiring the repetition of some or- 
ganization units under the different funds from wdiich they receive 
appropriations. The writer believes, as he has indicated above, 
that the primary classification in making appropriations should be 
by organization units, the funds from which these appropriations 
are payable being indicated under each organization unit. 

The Revenue Bills. — Generally speaking, the revenue acts of our 
national and state governments, and to some extent of our local 
governments, are permanent laws. They are not reenacted year 
after year; they are amended or repealed whenever there is occasion 
to change or discontinue the taxes authorized by them. As a result 
the annual income from most of the sources of governmental revenue 
is practically fixed. Under this scheme it becomes necessary for 
every government to have one or more taxes which may be changed 
or reenacted annually or biennially, so as to give a certain amount 
of elasticity to the revenue system and in this way take up the fluctu- 
ations in the expenditure demands of the budget. For this purpose 
the national government uses principally the income and luxury 
taxes; the state governments, the corporation, general property, 
motor vehicle and income taxes; and the local governments, the gen- 
eral property tax. But some states, for example, Alabama, Ten- 
nessee and Virginia, reenact at each regular legislative session a 
general revenue measure covering practically all the state license 
taxes and other miscellaneous revenues. The budget revenue bill of 
North Carolina, which is enacted biennially, is even more extensive ; 

^ For a discussion o£ transfers, see below, pp. 487-489. 

^See above, pp. 81 and 85. 



THE BUDGET BILLS 147 

it includes all general sources of state revenue, such as, income, 
inheritance, estate, franchise and license taxes. 

However, as we have indicated, the common practice is to amend 
or repeal revenue acts when necessary and not to reenact them annu- 
ally or biennially, as is generally the case with appropriation acts. 
In this respect we follow the English custom according to which 
the various taxes are fixed by permanent legislation with the excep- 
tion of the income tax and certain commodity taxes, these being 
varied in rate from year to year, as the elastic means of balancing 
the budget. But among the countries of continental Europe, on the 
other hand, taxes are usually levied annually. 

There is no particular reason for reenacting revenue laws annu- 
ally; in fact, there is considerable advantage to having them stand as 
evidence of continuing policy with regard to business and industry. 
However, tax legislation should be a matter of constant public con- 
cern. It can be made so by presenting it currently to the people 
through the budget message, even though a part of the permanent 
laws. The necessary adjustment to budgetary needs, as pointed out 
above, can be easily made through certain elastic sources without 
readjusting the whole tax system. Permanent tax laws, if codified 
by placing them in one chapter or article, offer the same advantages 
from the standpoint of easy reference as the single appropriation act. 

The revenue legislation of local governments is generally con- 
trolled to a large extent by state laws. Most of the sources of local 
revenue are fixed. The legislative bodies of these governments, 
therefore, have very little leeway in passing revenue ordinances; 
they may vary the rate of the general property tax, but frequently 
the upper limit of it is fixed. Cities of a whole state sometimes find 
themselves in a more or less serious plight on account of tax limits 
set by the state government. Under such conditions, the discovery 
of some method of successfully evading the tax limits often becomes 
one of the chief features of local budgeting. 

There is no general form used in setting up revenue or tax bills. 
Such bills vary widely in both style and length among the different 
governments, just as do appropriation bills. Some are voluminous, 
as in the case of those levying income or corporation taxes; some 
are very brief, particularly those fixing the tax rate on general prop- 
erty. The latter bills are enacted annually by practically all local 
legislative bodies and by many of the state legislatures. A bill of 
this kind usually lays the general tax levy in mills on each dollar 
of assessed value of real and personal property within the jurisdic- 
tion of the government making the levy. In the event the general 
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levy is divided among two or more funds, the distribution is made 
either by mills aggregating the general levy or by amounts aggre- 
gating the total amount that the general levy is calculated to yield. 
The latter method is preferable. 

Revenue bills are seldom required by law to be submitted in 
connection with the budget. A notable exception, however, is in the 
case of the state budget of North Carolina where the governor 
accompanies the budget document with a revenue bill. Usually the 
revenue measures required to supply funds to meet the expenditures 
of the budget are drafted by legislative committees. Under this 
procedure, these measures may embody the budgetary proposals for 
revenue or they may not ; frequently they do not, in which case the 
legislative body as a whole never has the opportunity to consider 
the original proposals. Therefore, the executive, or other budget 
making authority, should be responsible for presenting to the legis- 
lative body such revenue bills or amendments to existing tax laws 
as may be required to carry out the budgetary recommendations. 
These bills or amendments wall usually relate to the elastic sources 
of revenue, unless some new tax proposals are made in the budget. 

The Borrowing Measures.^ — Borrowed moneys now play an 
important part in the financing of nearly every public budget. This 
is particularly true in the case of state and local budgets. Roads, 
waterways, institutions, and public buildings are projects for which 
state governments often borrow money. City and county govern- 
ments frequently borrow for roads and streets, drainage and sewer- 
age systems, parks, buildings, and public utilities. Beginning with 
the construction of the Panama Canal, the national government also 
embarked on the policy of borrowing to finance certain public works. 

In view of the present trend, borrowing measures need to be 
emphasized in the procedure of public budgeting. There is no 
better way to do this than for the executive, or other budget making 
authority, to accompany the budgetary proposals with the necessary 
bills to authorize the issuance of bonds. With the legal assistance 
usually afforded by the law department of the administration, the 
executive is generally in a better position to draft these bills than 
IS the legislative body working through one of its committees. Fur- 
thermore, several questions arise in connection with any proposal 
for the issuance of bonds on which the executive should give his 
best judgment. These relate to the kind of bonds to be issued, the 
term of the bonds, the rate of interest, and the provisions for re- 
demption. Of course, the action that may be taken on these phases 
of borrowing is often restricted by constitutional and statutory 
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provisions, but there is always some room for the exercise of dis- 
cretion. The consolidation of bond issues is also a question on 
which the executive may make valuable suggestions to the legisla- 
tive body. 

Borrowing measures differ widely as to form and contents among 
the various governments. They usually prescribe the purpose, kind, 
and term of the bonds, the interest rate, and the method of retire- 
ment, subject to the provisions of state constitutions, charters and 
general law’^s. Often debt limits are prescribed for local governments 
beyond which they cannot issue bonds for certain purposes. After 
the legislative body has given its approval, a referendum to the 
people may also be required to authorize the issuance of bonds. 
These special provisions must be taken into consideration in drafting 
the borrowing bills. 



CHAPTER VI 


NATURE AND SOURCES OF BUDGETARY 
INFORMATION 

To PREPARE the budget document, which we have described in the 
two preceding chapters, the budget maker must have certain informa- 
tion. In the following pages we propose to discuss the general 
nature of this information and the sources from which it is drawn. 
Broadly outlined, it relates to the existing governmental policy, 
especially as such policy pertains to the development and expansion 
of public agencies, to the sources of governmental income and the 
forms of taxation, and to the extent and character of financial 
obligations ; it touches the existing economic, industrial and social 
conditions and their influence on the revenues and operations of 
the government; and it comprehends the current financial require- 
ments of the government both as to income and outgo. Upon the 
basis of such facts and figures are prognosticated the fiscal demands 
of the immediate future as expressed in the budget. In determining 
these demands, the budget maker must have specific and detailed 
data from the various departments and spending agencies of the 
government. These data relate to the departmental policy, organi- 
zation and work ; the expenditure needs, based on current demands 
and expressed in terms of purchases and payments; and the cost 
figures which show actual performance and indicate probable trends. 
In addition to these data, the budget maker should take a look ahead 
by formulating a long time financial program, particularly with 
reference to public improvements and other developmental work. 

Budgetary Information of a General Nature. — The scope of 
the government and the extent of its jurisdiction determine to a very 
large degree the general character of the information required in 
budgeting. To make this clear one has only to compare briefly 
the relative authority and interests of the national, state and local 
governments. The national government is supreme in its authority, 
except as certain rights are reserved to the states. Its financial 
status is affected not only by countrywide economic and social con- 
ditions but also by international agreements and trade relations. 
The state governments have wide powers within their own boun- 
daries, still they are somewhat influenced in matters of taxation 

■ ISO 
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and expenditure by what the national government does. While they 
are largely guided in determining their fiscal requirements by inter- 
nal conditions, they are affected to no small degree by the general 
conditions of the country and by the movement of certain industries 
from one section to another. The local governments are more or less 
the creatures of state authority ; they operate within narrow confines 
and are subject to many limiting provisions in conducting their 
financial affairs. They, too, may be affected by general economic 
or trade conditions, but their interests, in general, are bounded by 
the limits of their prescribed jurisdictions. It is, therefore, apparent 
that the problems confronting each of these governments in the 
matter of financial planning must of necessity be different. Like- 
wise, the general budgetary information which they ought to have 
will vary with the type of the government. In the discussion which 
follow'S, these facts should be borne in mind. 

As we have pointed out above, the information of a general and 
summary character needed by the budget maker relates to ( i ) the 
general policy- — particularly the financial policy — of the government, 
(2) the economic, industrial and social conditions, (3) the current 
financial demands of the government, and (4) the budgetary re- 
quirements, both as to income and outgo, for the future period. 
These types of information are discussed below in the order just 
named. 

The General Policy of the Gowmwenf.-— Regardless of the type 
of government for which the budget is being prepared, the budget 
maker will find himself hedged about not only by constitutional and 
statutory provisions but also by certain more or less well-defined 
policies or customs. These relate to such matters as the scope, 
organization and methods of the governmental agencies ; the ex- 
istence of obligatory expenditures, like interest, debt redemption, 
pensions, social insurance, and subsidies ; the forms of taxation ; and 
the methods of financing capital improvements. 

While the jurisdiction of a government determines in many 
respects the scope of its functions, policy usually controls the extent 
and direction of its activities. This accounts for the differences 
which exist between the work of the various state, city, or county 
governments. Some states build canals and waterways ; others foster 
conservation and development of their natural resources; others 
construct extensive highways connecting fevery city and town within 
their boundaries; and still others operate business and industrial 
enterprises, such as, banks, mills, grain elevators, cement plants, and 
coal mines. Among the cities, there is the same wide variation. 
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Some own and operate such public utilities as water supply, electric 
light and power, gas, and street railways; others do not. Some 
maintain educational and welfare institutions, while others rely on 
the state government to provide for these needs. Counties are 
similar to the cities ; some have elaborate governments, others only 
the bare essentials, It requires no stretch of the imagination to 
understand how these differences resulting from general policy have 
a very real effect on the budgetary requirements of the several 
governments. 

Much the same thing is true in the matter of the organization 
and methods of governmental agencies. The administrative func- 
tions of some states are scattered among numerous agencies, which 
are uncoordinated in their work and not responsible to any direct- 
ing head; likewise, the administrative methods are those of a 
generation or more ago, being hopelessly inadequate for present-day 
usage and conducive to waste and even graft. Such organization 
and methods have, like Topsy, ‘^just growed”; they continue to be 
maintained by the inertia of custom, the general policy being ‘^hands 
off/’ Imagine the difficulties the governor would have under such 
circumstances should he attempt the preparation of a thorough- 
going budget, assuming that he had the legal authority! Other 
states have placed their administrative functions in a few orderly 
departments under executive direction and supervision and have 
adopted fairly up-to-date methods and procedure for carrying on 
their work. In these states where the policy is modernized govern- 
ment, the task of budget making for the governor is greatly simpli- 
fied, since he is in a position to secure adequate budgetary informa- 
tion. From the standpoint of organization and methods, cities are 
somewhat in advance of states, scores of them having adopted such 
modern forms of government as the centralized mayor and the man- 
ager types. In this regard, both cities and states are far ahead of 
counties. The movement in the direction of modern structure and 
methods is just beginning in county governments. When viewed 
from the standpoint of systematic organization, much still remains 
to be done in the case of the national government 

But has this anything to do with budgeting? Undoubtedly it 
has. Organization and methods influence directly the cost of the 
work performed or the services rendered by any government. They 
are, therefore, highly significant and must be taken into account in 
the budget 

Aside from the scope, organization and methods of the govern- 
ment, which determine in a large degree the operating costs, there 
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are certain obligatory charges which grow out of policies relating 
to indebtedness, pensions, and subsidies. The national government 
and practically every state and local government is required annually 
to meet certain interest and debt redemption charges. In the case of 
some states, these charges are growing quite burdensome, although 
a few states either have no bonded indebtedness or only a very small 
amount. Much the same situation prevails in the cities and counties, 
many of which have borrowed heavily for one purpose or another. 
While it may have been poor policy for a government to have bor- 
rowed for certain purposes at some previous time, the financial 
results of such policy cannot later be changed. Once the bonds have 
been issued, the die is cast. Succeeding budgets must provide for 
the interest and redemption charges. 

Although not the same kind of obligation exists with respect to 
pensions as in the case of bond issues, the government is neverthe- 
less practically bound, when once it has embarked upon a policy of 
pensioning certain of its citizens, to keep it up. The national gov- 
ernment provides in its budget each year for an enormous expendi- 
ture on account of military pensions. Many of the southern states 
pension war veterans of the Confederacy and their families. About 
a third of the states have provided bonuses for soldiers of the World 
War by issuing bonds aggregating more than a quarter of a billion 
dollars. 

The national government and several state and local governments 
provide retirement systems for their superannuated employees. Some 
of these systems are contributory on the part of employees; others 
are noncontributory. In the former case, the government usually 
meets part of the cost ; in the latter case, all of it. Varying amounts 
for this purpose must, therefore, be provided in the budget. 

Social insurance is rapidly gaining ground in this country and 
may be found in one form or another in many of our states. Indus- 
trial accident insurance is already widely adopted among the states; 
a number of states have mothers’ pensions and a few have provi- 
sions for old age pensions ; others are considering health and unem- 
ployment insurance of the character found in several European 
countries. Social insurance, particularly when it is of the pension 
type, must be met largely through the budgets of those governments 
which provide it. 

Subsidies to the states for education, welfare, conservation, and 
construction purposes are now being provided each year by Gongress. 
The total annual amount of these subsidies is more than one hundred 
million dollars Although President Goolidge often protested in his 
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budget messages against increasing this form of federal expenditure, 
Congress did not see fit to alter its policy on the subject. Many state 
legislatures have also adopted the plan of voting subsidies to local 
governments within their several jurisdictions. ' These are policies 
which the budget maker cannot ignore : he must take them into 
account in his budget. For that reason, he should have full and 
complete information upon the nature and effect of all obligatory 
charges which must be met by the government. 

In providing revenues for the support of the government certain 
definite policies are usually followed. These relate in a general way 
to the forms of taxation, the separation of tax sources among the 
various governments, and the relation of the tax burden to private 
income. In bygone days the best system of taxation was conceded 
to be the one that secured the most feathers with the fewest squawks. 
But conditions have vastly changed. Now it is considered good 
policy to distribute as widely and as ecjuitably as possible the burden 
of taxation. For this reason the income tax has become a popular 
source of both national and state revenue. The rapid development 
of industry has brought into existence various kinds of corporation 
taxes. The motorization of the country almost over night has made 
it necessary to construct and maintain a gigantic network of public 
roads extending into every wayside hamlet, which in turn has made 
gasoline and motor taxes very popular as a means of meeting this 
enormous cost. At the present time, diversity seems to be the watch- 
word in taxation. Every government is looking for new things to 
tax, or new methods of applying old taxes, all of which concern the 
budget maker. 

Another thing of interest to the budget maker is the sources of 
taxation which are exploited by the different types of government. 
The national government derives the major part of its revenue from 
the income tax and from customs. State governments get most of 
their revenues from corporation and business license taxes, gasoline 
and motor taxes, and the general property tax. Local governments 
are confined largely to the general property tax and certain license 
taxes. This does not mean, however, that the line of separation is 
clearly drawn in each instance; for it is not. Several states derive 
considerable revenue from the income tax, and in certain cases they 
divide the receipts from this tax with the local governments within 
their jurisdictions. Some states do not levy a tax on general prop- 
erty, but permit the local governments to make sole use of this 
source. However, in many instances definite limits are set on the 
rate that may be levied or the amount that may be raised from the 
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general property tax by local governments. These are merely some 
of the important features o’f the tax systems of the different govern- 
ments which should be kept in mind in making budgetary rec- 
ommendations. 

Finally, the policy of the government with referel^ce to the financ- 
ing of public improvements directly concerns the budget maker. 
Are such improvements financed entirely by borrowings, entirely 
by current revenues, or by a combination of borrowings and current 
revenues? The national government pays for most of its public 
improvements out of current revenues, although it has resorted to 
bond issues for the construction of the Panama Canal. The state 
governments use all three methods ; some borrow heavily for prac- 
tically all their improvements ; others follow the pay-as-you-go plan 
and avoid borrowing altogether ; and still others combine borrowed 
moneys with current revenues in meeting the most of their capital 
projects. City and county governments are inclined to borrow for 
most of their improvements, when not prevented by debt limitations ; 
although some do attempt to follow the pay-as-you-go plan, particu- 
larly with reference to improvements of an annually recurring nature. 
Whatever the policy may be, the budget maker must recognize it in 
framing his budgetary proposals for capital expenditures. 

Economic, Industrial and Social Conditions . — Recently there has 
been rather widespread criticism of the extravagance of government 
as indicated by the increasing tax burden. The budget maker should 
not overlook public complaints of this nature. He should search 
for the facts in the case and present them in his budget message. 
Undoubtedly the relation of the tax burden to the private wealth 
of the country, as a whole, or of any part of it, is of fundamental 
significance in the economy of government. In a recent study of 
New York state expenditures this relation was measured by compar- 
ing the growth of the total tax burden with the increase of private 
wealth over a number of years.^ Private income was taken as the 
most likely index of wealth and this factor was shown in relation to 
the total tax burden — federal, state and local — falling on the people 
of the state during a period of seventy-five years, or from 1850 to 
1925. Entirely satisfactory data for the study could not be secured, 
but there was warrant for the conclusion that during normal times, 
leaving out of account the Civil War and the World War periods, 

^ Set State Expenditures, Tax Burden, and Wealth, a report by the Special Joint 
Committee on Taxation and Retrenchment of New York State, Legislative Docu- 
ment No. 68, February ii, 1926, pp. 21-22, 93*106. 
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the total tax burden had not grown at a faster rate than private 
income ; however, by including these periods, the total tax burden did 
show a slight tendency to increase more rapidly than the income of 
the people. At the end of the period studied the total tax burden 
consumed something over 12 per cent of the aggregate private 
income. In other words, about one eighth of the productive energy 
of the people of New York State was being absorbed in support of 
governmental agencies and activities of one kind or another. From 
this it may be calculated that if, on account of archaic organization 
and poor management in government, the value of the tax dollar is 
reduced to between 87 and 88 cents, a waste of i per cent of the 
total private income of the state is involved. This indicates in a 
striking manner the vital relation that exists between governmental 
efficiency and economic progress. For those who fashion budgets, 
particularly of the national and state governments, these are facts 
of the first magnitude. 

Without doubt the economic, industrial and social conditions 
which exist within a governmental jurisdiction are intimately con- 
nected with, or directly influence, the budgetary requirements of 
the government. A period of inflation like that following the World 
War may unbalance or completely upset public budgets. Our na- 
tional budget was tremendously expanded during the recent war, 
while our state and local budgets were kept down to the minimum. 
Then came the reaction when millions were quite easily cut off the 
national budget and long neglected needs had to be provided for 
in the state and local budgets. It appeared on the surface like 
national economy and local extravagance, and as such was played up 
by some of the leading politicians of the country. The economic 
background of this situation was either overlooked or purposely 
thrust aside. Likewise, a period of business depression, such as that 
of the early 90’s, makes it difficult to collect the revenues needed to 
operate the government. At such a time, public attention centers 
on the income rather than on the expenditure side of the budget, 
which, for this country, is a rather unusual experience. 

Industrial disputes and strikes directly affect the budgets of the 
governments under which they occur. A notable example of this 
is the recent British general strike and coal trade dispute. In mak- 
ing his budget speech before the House of Commons on April ii, 
1927, the Chancellor of the Exchequer, Winston Churchill, dis- 
cussed the strike, which had then come to an end after seven months’ 
stoppage of coal production. He spoke of its effect as follows : 
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We now know with accuracy the injury which has been done, at any 
rate, to our finance. We meet this afternoon under the shadow of the dis- 
asters of last year. It is not the time to bewail the past; it is the time to 
pay the bill. It is not for me to apportion the blame; my task is only to 
apportion the burden. I cannot present myself before the Committee in the 
guise of an impartial judge; I am only the public executioner. 

Mr. Churchill then went on to say that the effect of the general 
strike and coal stoppage on the previous year's budget was to de- 
crease the revenue by about £17,500,000 and to increase the expendi- 
tures by about £14,500,000, or a total loss to the Exchequer of 
approximately £32,000,000. He estimated that this loss would be 
subject to some recoupments during the current and succeeding 
years, but in any event it would be, at least, £18,000,000. In explain- 
ing these figures, he made one striking statement to the effect that 
an examination of the trading results of 1926 showed the profits 
of that year were more than £150,000,000 below the anticipated 
amount; this great decrease, he estimated, meant a loss to the gov- 
ernment in income and super-taxes for the current and future years 
of not less than £30,000,000. He summarized the situation in this 
masterly fashion; 

But these figures, so serious and decisive when related to the annual budget 
and to the Exchequer finance, acquire an altogether different value and pro- 
portion when they are compared with the strength and resources of the 
nation. When we reflect on what happened last year, the prolonged paraly- 
sis of all our basic trades, the very large part of the population, about 3,500,- 
000 wage earners and their families, living in one way or another — I pur- 
posely choose a noncontroversial phrase, living in one way or another — 
without discharging any productive function; when we reflect on the highly 
artificial and delicate character of our commerce and upon our dependence 
beyond that of any other state, ancient or modern, on world-wide credit 
and on foreign imports and foreign markets, the marvel is, not that we have 
suffered so much, but that we have not suffered more from last yearns shock- 
ing breakdown in our island civilization. 

Among American state governments, the movement of industries 
from one locality to another has a telling effect on their budgets. 
This is illustrated by the present situation in Massachusetts, from 
which state the textile and boot and shoe industries are gradually 
moving away. The southern and middle western states offer these 
industries opportunities for cheaper production because of surplus 
water power, unorganized labor, and proximity to raw materials. 
Governor Fuller of Massachusetts in his budget message to the 
legislature on January 26, 1927, said in explaining his recommenda- 
tion for a state tax of $12,000,000, 'T wish that our tax rate was 
such as to attract new industries, but it appears to me to be rather 



158 PUBLIC BUDGETING 

a question of retaining those we have. The question is being seri- 
ously asked — -can manufacturing in Massachusetts be carried on 
profitably? The answer to a large degree rests with the legislature.'' 

The rapid social changes of the last decade or two have also had 
tremendous effect on governmental budgets. This is particularly 
true in the case of local governments. Large areas often change 
within a short space of time from agricultural to industrial, from 
rural to urban. Thousands of people move into these areas and 
the requirements of government are greatly augmented. Streets 
and sewer systems have to be built, adequate police and fire protection 
maintained, and the various conveniences of organized government 
more widely developed. These things add directly to the budgetary 
needs of the local government concerned. 

When viewed from the larger standpoint of the states, or the 
national government, social changes are not without great influence 
on the budgets of these governments. As the populations of states 
change from agricultural to industrial, there is always a shift in 
the emphasis placed on the different state functions and conse- 
quently in their expenditure requirements. Regulatory, labor, and 
welfare functions are invariably expanded. Certain taxes, which 
were lucrative sources of revenue at one time, become more or less 
obsolete; and other taxes are devised to take their place. These 
changes likewise affect the expenditures and the income of the 
national government, although perhaps not in the same way or to 
the same extent that they do the state governments. 

Passing mention should also be made of the fact that modern 
invention, which is a powerful agent in the transformation of social 
conditions, is either directly or indirectly responsible for much of 
the increased cost and added tax burden of government. The auto- 
mobile, for example, has brought about in the United States alone 
within the last ten years the construction of thousands of miles of 
hard surfaced highways, the aggregate cost of which runs into 
billions of dollars. In order to meet the gigantic expenditures 
required for the building and upkeep of these highways, new taxes, 
such as the gasoline tax, have been devised. The airplane and the 
radio, which, as yet, have hardly emerged from the experimental 
stage, promise to work even greater changes in our social order than 
has the automobile. Government will then be faced with more 
intricate problems, larger expenditures, and heavier taxes. We dare 
not Speculate on the conditions of the not far distant future when 
inventors, by the midwifery of experiment, shall have brought forth 
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from the matrix of nature many more of her secret forces and 
placed them in the clumsy hands of the unskilled multitude. 

Current Financial Demands of the Government , — While the in- 
formation which we have just discussed is quite valuable in budget- 
ing, most of the figures that furnish the actual basis for the budget 
come directly from the financial operations of the government. They 
cover the various transactions relating to income and outgo for the 
current year and the previous year, that is, for the two years pre- 
ceding the period to which the budget applies. In the national 
government and in nearly all state and local governments, it is neces- 
sary that two years be covered in order that one year may have been 
completed and the actual figures available at the time the budget is 
prepared. As for the current year, the actual figures for six, eight, 
or ten months of it may also be available. Its income and expendi- 
tures may be estimated for the remaining months, thus arriving at 
the financial condition at the beginning of the budget period. With- 
out this information, the budget maker cannot forecast the future 
needs of the government. The reason is apparent. He has no dollars- 
and-cents basis to start from; he cannot prognosticate the financial 
requirements of a going organization without a rather precise idea 
of its current demands. 

The budget maker should know not only the aggregate income of 
the government, but he should also know the general sources from 
which it is derived. He should know how much of it comes from 
revenues, how much from borrowings, and how much from the 
sale of properties, such as land. Revenues should be divided into 
mam groups or classes, such as taxes, licenses, fees, fines, etc., if 
comparisons are to be made between the receipts of consecutive years 
as a basis of estimating for a future period. It must be borne in 
mind that comparisons, in this case, have practically no value except 
as between different kinds of revenues which are fairly constant. 
Comparisons for consecutive years mean little or nothing as between 
those sources of income which are susceptible of wide fluctuations.^ 

The budget maker should know the fund restrictions that are 
thrown around the different sources of income. Funds, except in 
the case of the general fund, usually operate to curtail the use of 
moneys. They constitute what may be regarded as separate pockets 
in which public moneys are kept. In other words, they prevent the 
complete pooling of the government's resources to meet its obliga- 
tions. The government, for example, may have a considerable 
surplus at the beginning of the fiscal year, but this surplus may 
^See below, pp. 315-320, 
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belong entirely to special funds and therefore cannot be used to 
meet general expenditures during the early part of the year. 

The actual collections from different sources of income, particu- 
larly revenues, should be compared with the estimates in the budget 
for the same period. This will show to what extent the estimates 
have been realized. Such comparison may indicate defective esti- 
mating, poor collection, or changed conditions affecting income. In 
any case, the budget maker should know just what the situation is. 

With reference to outgo, the budget maker should ascertain not 
only the aggregate expenditures of the government, but also the 
general character of such expenditures, the major purposes or func- 
tions for which they are made, the various spending agencies through 
which they pass, and the different activities and classes of objects 
for which they are spent. In determining the general character 
of outgo, expenditures should be divided into two groups, those for 
current purposes and those for capital outlays ; or better still, they 
should be divided into three groups, those for current purposes, 
those for the acquisition of property, and those for the redemption 
of debt. If comparisons are to be made between expenditures for 
different years, only those for current purposes will be found to 
have very much significance. It will often be found helpful to 
group the expenditures according to the major purposes or func- 
tions of the government, unless the governmental organization has 
been departmentalized along functional lines, in which case the de- 
partments will represent the major functions. In any event, the 
expenditures should be classified according to departments and other 
spending agencies. This enables the budget maker to view the outgo 
of the government in relation to the agencies or officials who are 
responsible for making the expenditures. Beyond this point, the 
expenditures of each department or organization unit may be broken 
up into great detail, according to activities or working units, even 
to the extent of showing the myriads of objects which are bought. 
In this way cost analyses are produced, which are invaluable in 
many governmental services as an index to operating efficiency.^ 

If the budget maker is the chief executive or administrative officer 
of the government, he will be in a position to obtain the general 
picture of both income and expenditures which we have sketched 
above. In addition, he will be able to ascertain in the course of 
governmental operation the relation that exists between the inflow 
and the outgo of moneys. This is of especial significance in budget- 
ing, particularly in the execution of the budget. If the rate of 

^ These are discussed subsequently in this chapter. See below, p. 170. 
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expenditure exceeds the rate of income for any considerable part 
of a fiscal year, temporary borrowing then becomes necessary in 
order to pay bills promptly, unless a considerable surplus has been 
built up in the treasury. Such borrowing entails interest charges 
which must be met in addition to the current expenses of the gov- 
ernment; however, these charges may be carried over and put in 
the budget of the ensuing year. A tax calendar under which most 
of the government's revenues are collected late in the fiscal year 
brings about just this situation, leaving the government during the 
early part of the year without sufficient fund resources to meet its 
current bills. This illustrates the importance of synchronizing as 
far as possible the inflow and the outgo of the moneys required for 
the support of the government. Of course, as every administrator 
knows, the two cannot be made to balance exactly from day to day ; 
for this reason there should be an excess of receipts over disburse- 
ments, the amount of which should depend upon the magnitude of 
expenditures or the probable daily turnover in governmental business. 

It is possible to ascertain the exact condition of the treasury and 
of the various funds in it at the end of any day in the fiscal year. 
A consolidated fund balance sheet, properly set up, will furnish this 
information; it will not only show the resources and obligations of 
the government, but it will show the amount of the surplus or the 
deficit, as the case may be, distributed according to funds. If a 
general picture of the relation of income to expenditures for a given 
period is desired, it can be obtained from an operating statement, 
likewise set up according to funds. This information, especially 
as it relates to the current surplus or deficit, is valuable to the budget 
maker. 

Obviously, most of the information on the financial operations 
of the government, which we have just outlined, can be obtained 
from the general accounts. Any well-organized central accounting 
office should be able to supply it. Some of the essential facts, how- 
ever, must be gleamed from administrative experience in directing 
the work of the government. If work programs and allotments are 
used in carrying out the budget, some very significant information 
may be developed by means of a comparison between what has been 
planned and what has been realized. Valuable data may also be 
secured through special investigations and studies, both of expendi- 
tures and income, such as have been conducted by several state and 
local governments in connection with budgeting. 

Budgetary Requirements of the Government for the Future 
Period , — In determining the budgetary requirements of the govern- 
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merit, the budget maker moves ahead of the facts and figures setting 
forth the financial condition and operations of the government for 
the current period and takes up the estimates of the future period 
which is to be covered by the budget. These estimates are deliber- 
ate guesses of the expenditure needs and the income returns of the 
government for the ensuing budget period. They are, however, 
guesses based upon current experience; at least, from the point 
of view of this experience, they are to be reviewed, revised, and 
finally proposed by the budget maker. 

In our budgetary practice, particularly in the local units of gov- 
ernment, we have thus far rated the estimates of income as some- 
what secondary to those of expenditures. The expenditure esti- 
mates have had first consideration; after they have been practically 
determined in the aggregate, the estimates of income, more spe- 
cifically of revenues, have been considered. The balancing of the 
budget has been effected by adjustments in the income of the govern- 
ment, mainly in the more flexible revenues, such as the general 
property tax. In this respect we have worked in the reverse order 
to the common European practice, which emphasizes the income side 
of the budget and adjusts the expenditure side of it. Our practice 
results in leaving to the very last many of the knotty problems of 
taxation which often arise in connection with an attempt to increase 
the means available for financing the budget. Indeed, the budget 
makers in some state and local governments altogether avoid these 
problems, leaving them to the legislative body to settle. This ap- 
proach to public budgeting is unsatisfactory from every point of 
view. lucome estimates are just as important as expenditure esti- 
mates in effective budgeting; the two should be accurately prepared 
and studied concurrently by the budget maker. 

The total means of financing the budget, as we have already 
pointed out in the discussion of the budget document, consists of the 
surplus, if any, at the beginning of the budget period and the income 
during that period.^ In estimating both the surplus and the antic- 
ipated income, fund restrictions must be taken into account, other- 
wise the budget maker will be unable properly to apply these re- 
sources in financing the budget. We have indicated the reason for 
this in the preceding section. 

The anticipated income, as in the case of the current year's income, 
should be divided as between revenues, borrowings, and proceeds 
from the sales of properties which constitute capital assets. This 
distinction is necessary, since from the budgetary standpoint these 
^ See above, pp. 69-71. 
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groups are quite different. Revenues impose no financial liabilities 
on the future, while borrowings do. Moneys from the various 
sources of revenue are raised and spent, and that is the end of it 
so far as the budget is concerned. Borrowings, however, require 
the issuance of bonds, which must.be redeemed (unless perpetual) 
at some future date; hence, provisions must be made in subsequent 
budgets for both redemption and interest charges. These charges 
are met out of revenues; in fact, all the costs of government are 
ultimately paid from revenues. 

The handling of the proceeds from the sales of properties often 
constitutes something of a problem from the budgetary standpoint. 
Through such sales, the government presumably converts certain 
of its capital assets into cash. This cash is not to be viewed in the 
same light as a revenue, since it results from a reduction of the 
government’s capital assets. If bonds are outstanding on the prop- 
erties sold, they should be retired or provisions made for their 
retirement out of the receipts obtained from the sale. Any excess 
of such receipts may be used, as are bond funds, for the purchase 
of more property, or it may be regarded as general revenue. How- 
ever, the weight of authority seems to be against using it at any 
time merely to meet current expenditures. Some economists have 
taken the stand that the receipts from the exploitation of natural 
resources, such as lands, timber, iron ore, coal, and petroleum (re- 
sources which may become exhausted), should be set up in a reserve 
fund to be used only for capital expenditures, on the ground that 
such receipts are of an abnormal or extraordinary nature and should 
not be relied on to meet the regular or operating expenditures of 
the government. For several years our national government has 
followed the policy of placing the proceeds from the sales of public 
lands in a special account to be used for reclamation projects. Other 
economists have gone even further and recommended the permanent 
conservation of moneys received from the sale of public lands and 
the like by setting them up as endowment funds. In fact, some of 
our state governments in disposing of their land grants from the 
national government have placed the proceeds in permanent endow- 
ment funds, the income of which is used largely or entirely for 
educational purposes. 

It may be observed, however, that, as a source of income, pro- 
ceeds from the sales of properties are almost negligible in most of 
our governmental units, particularly the local governments; The 
main sources of income are revenues and borrowings. Hence the 
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problem of estimating income for the budget centers largely around 
these two. 

Revenues should be shown in the estimates according to their 
various sources. The smaller and less flexible sources, usually 
referred to in local governments as miscellaneous revenues, may be 
estimated quite accurately on the basis of current experience. Only 
slight changes are likely to occur in them from year to year. The 
major sources of revenue, however, are more diflicult to estimate; 
their yield depends upon several variable factors, the most important 
of which are perhaps economic conditions. A resort to new sources 
or a disproportionate increase in the demands of old sources seldom 
fails to raise a number of vexatious questions. But the budget 
maker should not allow these questions to prevent the making of 
careful revenue estimates. Without such estimates, the income side 
of the budget will be very unstable.^ 

The use of borrowings in financing the budget is largely a matter 
of policy, which is determined more or less by necessity. It is 
usually within the authority of the budget maker to recommend the 
issuance of bonds, but the approval must come from the legislative 
body or the people, depending upon legal provisions. Long term 
bonds may be issued for both current and capital purposes. It is not 
advisable, however, as a matter of sound financial policy to issue 
them for current expenditures, except in real emergencies. This 
does not mean, on the other hand, that bonds should be issued for 
all capital expenditures. When a part, or perhaps the whole, of such 
expenditures may be met out of current revenues without overbur- 
dening the taxpayers of the government, bonds ought not to be 
issued. If the government is so large that certain of its capital 
expenditures become more or less constant year after year, like the 
building of school houses in a large city, these expenditures ought 
then to be financed from current revenues rather than from bonds. 
This prevents the piling up of indebtedness for those improvements 
which are, for all practical purposes, current requirements of the 
government 

The principal budgetary problem in contemplating the issuance 
of long term bonds is to spread the redemption charges of such 
bonds over a future period so as not to overburden the revenue 
system of the government. In order to do this, not only the current 
demands of the government, but also the existing debt redemption 
and interest charges must be taken into consideration. At the same 
time, it is advisable to make the period over which the redemption 
^See below, pp. 314-326. 
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of the proposed bonds is spread as short as possible. Even the 
estimated life of an improvement, which is generally proposed as 
the standard for gauging the term of the bonds issued to finance 
such improvement, is usually too long. This estimated-life period 
should be considered only as setting a maximum time limit which 
the term of the bonds should not exceed. Within this limit, the 
ability of the government to meet its operating expenditures and 
to retire its outstanding bonds without undue strain on its revenue 
system should be the deciding factor in fixing the term of proposed 
bonds. At the same time, there are several other factors, perhaps 
of less import, which should also be considered. These relate to 
such things as the legal limit of indebtedness which is often fixed 
by state law for local governments, the effect of tax limits on the 
rate of debt retirement, the general condition of the government’s 
credit, the state of the money market at the time the bonds are sold, 
and the prospective trend of interest on public loans. ^ 

In preparing the income estimates, particularly the revenue esti- 
mates, for the budget, the budget maker should depend largely 
upon his staff agency, assisted by the central accounting office of the 
government. He may want to modify these estimates on the basis 
of facts and figures obtained from other sources, but the basic data 
should come from the accounting office. Where departmental or 
institutional revenues are withheld from the general treasury, as is 
often the case in state and local governments, the spending agency 
{i.e. the collecting agency) should be required to estimate such 
revenues for the budget. In calculating the spread of proposed 
bond issues, the central accounting office should assist the budget 
maker. 

The estimates of proposed expenditures should be brought to- 
gether along the same lines as we have suggested above for the cur- 
rent year’s outgo.^ The character grouping, that is, according to 
operating purposes, acquisition of property, and redemption of debt, 
is the important one in this case, since it supplies a basis by which 
comparisons can be roughly made between proposed expenditures 
and anticipated income.^ As we have already pointed out, the total 
for operating purposes plus the total for debt redemption should 

^ These and other factors which enter into public borrowing are discussed at 
length in H. L. Lutz, Public Finance, Chapter XXV, especially pp. 519 ff. 

“’See above, p. 160, 

® Sometimes the proposed expenditures are divided into two groups : optional 
and obligatory. This arrangement is supposed to aid the budget maker and the 
legislative body in passing on the expenditure requirements; however, it does not 
permit of any comparison with the main sources of anticipated income. 
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not exceed the total revenues estimated to be available during the 
budget period. This assumes, of course, that borrowings are to be 
applied only to the acquisition of properties, the soundness of which 
we have already referred to. In the next place, the funds from 
which proposed expenditures are to be made should be indicated and 
the aggregate expenditures from each fund compared with the esti- 
mated income of the same fund. Further classification of expendi- 
ture estimates may be made along functional lines, if it is found 
that the departmental arrangement of the government is not such as 
to serve as a substitute. 

A general summarization of the expenditure estimates, such 
as the foregoing, is necessary in order that the budget maker may 
begin his review of the detailed estimates in the most satisfactory 
manner. By having the general picture before him, rough as it may 
be, he can see the relation between the estimated income and the 
proposed expenditures ; furthermore, he can note the points at which 
the proposed expenditures appear to be excessive or out of line with 
the current trend. This is essential in beginning a study of the 
expenditure estimates and other detailed data of the different spend- 
ing agencies. 

In general, the expenditure estimates, covering the requirements 
for current purposes, are prepared by each organization unit of the 
government. These estimates usually include the anticipated re- 
quirements for the purchase or construction of property necessary 
to carry on the work of each organization unit. Such requirements 
may be developed through the medium of a long time financial 
program, in which case the property needs of the various organiza- 
tion units will be more or less correlated, or they may be merely 
what the head of the organization unit thinks is necessary in view 
of his own property needs. If the latter method is followed, the 
estimates may have little or no relation to the prof>erty requirements 
of other organization units of the government. The requirements 
for interest and redemption charges on outstanding indebtedness 
should be calculated for the budget maker by the governmental 
agency having charge of the retirement of bonds or the handling 
of sinking funds. 

We will now take up the departmental estimates which supply the 
detailed expenditure figures and supporting information. 

Budgetary Information of a Detailed Nature.— The detailed 
or itemized information needed in budgeting, particularly as such 
information relates to expenditure estimates, should reach the budget 
maker through the departments or other spending agencies of the 
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government. If the government maintains a central accounting 
office in which all general accounts are kept, this office should pre- 
pare the expenditure data with reference to the current year and 
the preceding year and supply them to the budget maker and to 
the departments. Not all governments, however, maintain such 
offices. Frequently, the departments keep their own general ac- 
counts, even though they duplicate the central system of accounts. 
Likewise, cost accounts are nearly always maintained by the depart- 
ments; they are rarely provided for centrally. In any event, the 
departments should have, either from a central office or from their 
own records, complete expenditure data, properly classified and ana- 
lyzed, as a basis for their estimates. This data should include cost 
figures whenever pertinent to the operations of the department. 

The departmental information for budget making purposes is not 
as simple in character as one might imagine by looking over a set 
of expenditure estimates. It is much more than a series of items, 
with parallel columns opposite, showing figures for the preceding 
and the current years and estimates for the budget period. Back of 
these items, whatever they may be, is the departmental policy. The 
columnar figures should reflect the current work program and should 
be based on cost data. As we have indicated in the beginning of 
this chapter, detailed budgetary information comprehends (i) de- 
partmental policy, organization and work; (2) expenditure require- 
ments based on current demands and expressed in terms of purchases 
and payments; and (3) cost data as a means of showing actual and 
probable performance. These types of budgetary information are 
discussed below in the order named. 

Departmental Policy^ Organization and Work , — Departmental 
policy may originate in either of two ways. It may spring from 
popular demands which are interpreted through legislative acts, or 
it may be the outgrowth of functional, organizational or work de- 
mands as seen by the department head. In other words, it may be 
developed either from without or from within the department. The 
departmental policies of local governments are often influenced and 
in a measure fashioned by state legislation. The same thing is true, 
but to a less degree, of state departments as affected by national 
legislation. The national government usually resorts to the indirect 
method of subsidy in its effort to influence state departmental poli- 
cies. But disregarding the authority and influence of superior gov- 
ernments, we find, for example, in city government that the council, 
when stimulated by popular demand, enacts ordinances which more 
or less fashion the policies of the administrative departments. Aside 
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from the ordinances, the administrative officers, who interpret the 
legal provisions, also help to shape departmental policies. In the end 
these officers may be more powerful than the council in fixing the 
objects and purposes of the departments. This is frequently the case, 
especially where the scope of departmental work is rapidly changing 
or expanding. 

But what has departmental policy to do with budgetary require- 
ments ? Indeed, much. Such requirements are not only affected but 
largely determined by it. This may be illustrated by taking a local 
school unit. To make the point even more apparent, let us assume 
the community has sprung up over night and that the school unit 
is newly organized and just getting under way for the first time. 
The head of the unit, that is, the school board or the superintendent, 
is immediately confronted with certain choices— policies in the mak- 
ing. Public education can be furnished on the basis of at least 
three plans, the original 8-4 plan, the recently popular 6-6 plan, or 
the current and more generally accepted 6-3-3 plan. Whichever 
plan is accepted, there is immediately a difference in the financial 
requirements of the school system. Either the 6-6 or the 6-3-3 
is more expensive than the 8-4 plan, since the traditional twelve 
grades are split up as between elementary and high school on dif- 
ferent bases. For small cities the 6-6 plan is regarded as being more 
economical from the standpoint of buildings than either of the 
others. Furthermore, with the adoption of the general plan, all 
questions of policy have not been settled. There are several others 
that influence school costs. Is the curriculum to provide for work 
of an industrial nature along with the literary work? What train- 
ing is to be required in the case of the teachers? What is to be the 
average size of classes in the various grades? Are textbooks to be 
furnished without charge to the students? What types of school 
buildings are to be constructed? From a budgetary standpoint, what 
can be more important than the decisions that are made with refer- 
ence to these questions ? 

Not only policy but organization influences the cost of carrying 
on departmental work. A department may consist of a jumble of 
activities, without order and without relation to each other, result- 
ing in confusion, waste and lack of accomplishment. Again, a 
department may be fairly well organized owing to the fact that 
its main subfunctions are set up as bureaus or divisions, but never- 
theless it may be uneconomical due to overlapping of activities, 
extraneous functions, too many employees, or lack of business meth- 
ods. Adding functions tp a department often causes overlapping 
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unless the existing organization is overhauled so that the new func- 
tions may be integrated with it. Sometimes work is added to one 
department which ought to be performed by another, thus bringing 
about duplication between the departments. The more general abuse, 
particularly in state governments, grows out of the creation of a 
number of independent governmental agencies to carry on related 
activities. Several states have increased the number of their admin- 
istrative agencies from time to time until they have a score or more 
performing functions which should be combined and integrated in 
one major department of the government: This situation has largely 
brought about the movement for administrative reorganization and 
consolidation in order to integrate departmental work and thus 
reduce the operating costs of state governments. 

Emphasis on certain types of work performed by a department 
also has a direct bearing on the cost. For example, a state depart- 
ment of agriculture may undertake to eradicate bovine tuberculosis 
within the state as a public health measure. With the aid of the 
national government, it may make this work its principal task for a 
period of five or ten years. If the disease is widespread in the 
state, it may spend hundreds of thousands of dollars. Had the 
department directed its efforts toward other phases of its work, the 
cost for the period might have been very much less. Another illus- 
tration is furnished by local health service. A city health depart- 
ment may place emphasis on inspectional work rather than on a 
more important service, such as, prevention of communicable dis- 
eases, and thus spend the bulk of its funds for something that is 
relatively unproductive in community health. 

Expenditure Requirements in T erms of Purchases and Payments. 
— Expenditure requirements are commonly expressed in terms of 
things to be purchased or payments to be made by the departments 
or other spending agencies. This, of course, is necessary, since the 
initial step in any governmental work is the acquisition of certain 
things, such as personal services, contractual services, supplies, mate- 
rials, equipment, and so on. Otherwise the work could not be car- 
ried on. But to stop at this point in supplying information to the 
budget maker is to give him little or no data on how the things 
bought are actually used or what is really accomplished by the 
departmental work. It gives the impression that the government 
exists solely for the purpose of buying things, when as a matter of 
fact the things are merely the means and not the end. 

Just how the emphasis came to be placed on acquisition rather 
than use may be explained in this way. The general accounting 
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systems of all our governments make the transactions arising from 
purchases and payments (acquisition) the basis of financial control 
and reporting. In other words, what is acquired is deemed to be 
the important thing, not the use that is made of it. Budgetary 
information from the general accounts is, therefore, largely limited 
to what the government buys. It rests on a very narrow base. As 
a means of arriving at departmental requirements, it is inadequate ; 
at least, it is unconvincing. What is needed is a much broader base 
which takes into account not only the things bought by the govern- 
ment but also the way these'things are used, that is, the performance. 
This means the employment of cost accounting in connection with 
all operating agencies of the government. 

Cost Data as an Aid in Making Expenditure Estimates . — It is not 
enough for budgeting purposes, as we have just indicated, to show 
merely the quantities of services, supplies, materials, equipment, etc., 
needed in carrying on the work of a department and their estimated 
costs. Nor is it sufficient to state these quantities and costs in rela- 
tion to those of the current or the preceding year. If the budget 
maker is to be furnished with real information, he must know some- 
thing of how the services, supplies, materials, equipment, and so on, 
are to be applied to the departmental work in terms of production, 
operation, or service. This gets down to bed rock, where compari- 
sons that mean something can be made as between proposed and 
current performances. Otherwise, any decision about the estimated 
requirements must be based upon analyses or itemizations which are 
largely superficial, except from the standpoint of indicating the 
things that should be bought and their probable cost. 

The application of cost accounting to the various activities of 
government involves the working out of analytical methods and 
measurement units to a much larger extent than has yet been at- 
tempted. But we have already gone far enough to indicate the 
general direction that these should take.^ 

The use of cost data in budgeting was attempted some years ago 
in New York City. A so-called “cost data^’ budget was prepared 
for the Borough of Richmond in the fall of 1912 at the request of 
George Cromwell, who was then president of that borough. It 
applied to three public works functions, namely, street cleaning, care 
of sewers, and maintenance of streets, all of which were under the 
administrative direction of the borough president The appropria- 
tions were made in lump sum amounts to each of the three divisions 
of work. The amounts were arrived at in each case through a work 
^ See below, pp. 527-529. 
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progfam based on clearly defined activities and calculated by unit 
costs for previous years. A continuous field survey of the activities 
was carried on by a staff of inspectors working under the board of 
estimate and apportionment. The information which this staff 
gathered was used in reporting on the working efficiency. The 
whole experiment, of course, depended on adequate cost records, 
which were never fully worked out or installed. A new borough 
president took office at the beginning of 1914 who was unsympa- 
thetic to the plan. He died the following year and his successor 
in office recommended its abandonment. During this time the 
central authorities had gradually lost interest in the plan, so it was 
discontinued at the end of 1915. In its general conception the plan 
was sound enough, but there were certain defects in the procedure 
which we shall point out later.^ 

So far as the writer knows, no other attempt has been made in 
this country to hitch up definitely with the budget the record of 
departmental performance as expressed through cost data. The 
idea is certainly worth more than one experiment, and that one car- 
ried on over a very short period in a rather half-hearted manner. 
Such unit costs as now appear in state and local budgets relate to 
the purchase of commodities rather than to performance. Some 
of these budgets place considerable emphasis on per capita costs, 
particularly with reference to institutional expenditures. In certain 
institutions, for example, hospitals for the insane, the inmate popu- 
lation has a direct relation to the expenditures. Population also has 
an important relation to the expenditures for education. But there 
are a number of other functions, such as those of a regulatory and 
developmental character, the expenditures of which have no direct 
relation to population. At best, per capita costs are only general 
figures which may be roughly indicative of the services rendered by 
certain functions of the government. For a real understanding of 
the situation the budget maker must look to facts and figures relat- 
ing to actual per f ormance. 

The Long Time Financial Program. — The budget, as we have 
already explained, extends over a fixed period, namely, a year or 
two years. It is inseparably connected with the governmental per- 
formances and obligations of past years; it is merely another link 
in the chain of the government’s financial experience. In like man- 
ner, it is related to the financial needs of the immediate future and 
should be formulated in anticipation of these needs. Any budget 

^ See below, pp. 270, 460-462. For a detailed description of the plan see “The 
New York City Budget,” Municipal Research^ No. 88, August 1917, pp. 1 12-127. 
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maker who Is content to look ahead only as far as the annual or 
biennial budget extends is indeed shortsighted. Financial policies, 
other than the most temporary ones, cannot be satisfactorily formu- 
lated on any such basis. 

Long time financial planning is most effective in the case of pro- 
posed governmental improvements. It is the means of arranging 
such improvements in. the order of their importance or the urgency 
of their completion and of distributing their total cost in such manner 
as not to overburden the revenue system of the government in 
paying for them.^ Furthermore, a long time program is designed to 
obviate avoidable borrowings for improvements. It aims more or 
less to stabilize the financial demands resulting principally from 
capital expenditures. In the codrdination of improvement costs with 
income, all governmental expenditures may be brought into the 
program by anticipating not only the capital requirements but also 
the operating expenses and debt service in aggregate amounts. This 
can be done without great difficulty for a period of five or ten years, 
particularly in the case of local governments. Some cities have 
already formulated financial programs extending over much longer 
periods. 

Several commercial concerns with widespread interests have found 
long time planning, or forecasting as they call it, essential to the 
proper development of their businesses. The most notable example 
is the American Telephone and Telegraph Company. This company 
prepares a forecast of its income and expenditures for a period of 
five years, adjusts and extends this forecast each year, and budgets 
its activities accordingly. Naturally adjustments must be made as 
experience varies from the forecast, but such adjustments do not de- 
stroy the effectiveness of the budget. By means of the five year 
forecast, which it is able to make with great accuracy on account 
of the constant increase of its business, the company is enabled to 
plan its finances, manufacturing schedules, and purchases and labor 
requirements for long periods in advance. Certain difficulties are, 
of course, encountered in making such a forecast, but these are not 
insuperable. Population growth and the demand for increased tele- 
phone service are fairly constant elements. Business conditions, 
however, vary widely and are therefore not so easily forecast; but 
it has been found that they move in cycles or wave-like form, with 
periods alternating between prosperity and depression.^ 

^Or it may be related to conditions of employment with a view to reducing the 
hazards of industrial panics. 

“See Henry Bruere and Arthur Lazarus, Budgeting, ig26, pp. 62-66. 
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Long time financial programs for governments are prepared in 
much the same manner as annual or biennial budgets are formulated. 
Of this we shall speak in a subsequent chapter.^ However, there are 
certain difficulties in the way of long time planning which we should 
mention here. Such planning is more effective for local govern- 
ments than for the national or state governments. In planning for 
local governments, one does not face the problems of extended areas, 
varying conditions, and widely scattered services, as in the case of 
the other governments. Of course, some of the small states are no 
more difficult to plan for in this respect than many of the large 
local governments. Other difficulties may arise due to the passage 
of new legislation, changes in national, state and local policies, fluc- 
tuations in economic conditions, and the rapid influx of population 
in certain areas. While these things may not be anticipated in 
advance, they are seldom of such scope and effect as completely to 
change the forecast of financial requirements. Even if such should 
be the case, long time planning would still be worth doing. No care- 
fully prepared program for meeting the future needs of the govern- 
ment, however altered by subsequent events, is worthless. 

Long time planning has grown out of budgeting. Not until gov- 
ernments began to budget their financial requirements did it become 
apparent that more extended planning was necessary, pai'ticularly in 
the matter of improvement programs. Local units of government 
were the first to undertake the preparation of long time plans, and 
this was only a decade ago. It was at that time that the New York 
Bureau of Municipal Research urged the desirability of formulating 
such plans and went so far as to prepare a five year financial program 
for Newark, New Jersey, in connection with a survey of the city 
goveinment which it made in 1919. This was perhaps the first 
complete long time program prepared for any city in the country. 
It included both current and capital expenditures. Had the city 
authorities followed this program, they would have been able to 
provide for the normal expenditures of the city government and at 
the same time to have kept the tax rate practically uniform during 
the five year period. 

In 1922 a citizens’ committee of St. Louis prepared an improve- 
ment program for the city government, excluding schools and trans- 
portation, which called for the expenditure over ten years of about 
$88,000,000 from bond issues. This program, with the exception 
of a million dollars for an armory, was adopted by the voters early 
in 1923. About the same time Kalamazoo, Michigan, and Blue- 
^ See below, pp. 352-356. 
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field, West Virginia, adopted five year improvement programs which 
jyere duly executed by the managers o£ the respective cities. In 
'1^25, the mayor of Detroit, Michigan, appointed a committee of 
citizens which prepared, with the assistance of a special staff, a ten 
year program for the city government. This program provided for 
all capital expenditures, including schools and rapid transit, and 
also brought into the picture all current expenditures. No action 
was taken on it by the city authorities. It was revised in 1927 by 
an enlarged committee and again submitted as an eight year pro- 
gram. Early in 1929, the mayor revamped this program and sub- 
mitted it to the city council as a ''ten year capital cost program,’' 
for legislative examination and approval.^ Other cities, notably 
Washington, D. C., and Seattle, Washington, are in the course of 
preparing financial programs extending over five or ten years. 
Recent proposals have been made for the formulation of such pro- 
grams for Cleveland, Kansas City, Los Angeles, and San Francisco. 

Many of the long time improvement programs of city govern- 
ments have been strictly financial in character and have overlooked or 
not made proper use of city planning. This was unfortunate since 
city planning is indispensable in laying out the major physical im- 
provements and facilities of cities. But specialists in finance have 
not been wholly to blame for this situation. City planners have 
until quite recently failed to emphasize the financial aspects of their 
work; they have drawn wonderful plans, but made no proposals 
for financing them. Naturally their plans could not be realized until 
adequate financing was available. This was clearly brought out in 
the city plan of Cincinnati, Ohio, which was completed in 1925. It is 
noteworthy as the first plan to be officially adopted by a large city. 
It covers a period of fifty years and is used by the city authorities 
as the basis of an annual program of improvements. In this program 
the improvement needs of the city, county and school district are 
coordinated and their construction projects set down according to 
relative importance. The program for 1928 called for an expendi- 
ture of over $10,000,000, a large part of which was financed by the 
sale of bonds. In December 1927, the voters of Dallas, Texas, 
adopted a ten year improvement program based upon a compre- 
hensive city plan. This program calls for the expenditure of over 

^ These programs are described in Public Business, published by the Detroit 
Bureau of Governmental Research, June 15, 1925 and April 15, 1927. See also C. 
E. Rightor, “How Detroit’s Ten Year Financial Program was Prepared,” A'ariofia/ 
Review, F^rviaxy, 1926, pp. io8ff. Also message of Mayor John C. 
Lodge to the Common Council of Detroit, January 15, 1929, setting forth a ten 
year capital program for the city government. 
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$23^000,000 to be financed through the issuance of bonds, the levy- 
ing of special assessments, and from current taxes. An improvement 
program covering twenty-two years is in the course of preparation 
for Trenton, New Jersey, and one extending over fifty years for 
White Plains, New York. Both of these programs are based on 
comprehensive city plans. 

Undoubtedly the soundest basis for any municipal improvement 
program is a city plan, which is broad enough to take into considera- 
tion social and economic conditions, population demands, industrial 
and commercial relations, transportation, housing, and zoning. In 
nearly every small city, there are ‘‘booster clubs'’ of one sort or 
another which insist that “the town must be put on the map” regard- 
less of the cost. Destiny may not have marked it to become a great 
center of industry and trade. In an effort to follow the advice of 
those who are long on enthusiasm and short of facts, the city may 
overburden its potential resources or become bankrupt in future 
years. A carefully prepared city plan with a definite financial pro- 
gram for development, if adopted and adhered to, will prevent such 
a situation from arising. 

During 1928, a ten year capital improvement program was pre- 
pared by the board of county auditors for Wayne County, Michigan, 
which surrounds the city of Detroit. This program, calling for a 
total expenditure of several million dollars, was adopted by the 
voters of the county on November 6, 1928.^ This is the first county 
government in the United States to adopt a comprehensive long time 
improvemeht program. Undoubtedly, other counties, especially 
those surrounding or in the vicinity of urban centers, will find it 
advisable to follow this example. 

State governments are beginning to formulate long time programs, 
particularly with reference to improvements. Perhaps the most ex- 
tensive program of this kind yet undertaken by any state is that of 
New York. It is financed both by bonds and current revenues. 
In 1923 a $50,000,000 bond issue was voted to carry out a four 
year program of institutional development. Another issue of $100,- 
000,000 was authorized in 1925 to be spent over a period of ten 
years for permanent improvements, such as office buildings, institu- 
tions, armories, and parks. Besides these projects, between $35,- 
000,000 and $40,000,000 of highway improvements are made each 

^ See “Report on Ten Year Capital Improvement Program for Wayne County,” 
as recommended by the Board of Wayne County Auditors, Detroit, September 
1928; also “Resolution and Ordinance of Board of Supervisors for the County 
of Wayne,” October 3, 1928. 
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year out of current revenues.^ Several other states have formulated 
programs with reference to special classes of improvements, Massa- 
chusetts has a building program for state institutions which is being 
carried forward each year through the budget. A number of states 
have extensive road construction programs, some of which forecast 
developments in this line for five or ten years. Governor Young of 
California has proposed in his budget for 1929- 1931, which he re- 
cently submitted to the 1929 session of the legislature, a ten year 
building program for state institutions and schools. This program 
is based on a careful survey of the institutional housing needs. It 
is supported by graphs showing the population trends of the various 
institutions projected over the ten year period. In a supporting 
statement, Governor Young has set forth certain facts which point 
to the great need for the immediate adoption of this program by the 
legislature. Other states propose to plan park development by means 
of a long time program. Conservation and reclamation are also 
matters which state governments may anticipate over long periods. 

Long time planning can also be made a valuable aid to budgeting 
in the national government. The Secretary of the Navy announced 
in January, 1928, that he had prepared a twenty year program for 
naval expansion; he presented to Congress the first five years of this 
.program, calling for a total expenditure of $740,000,000. The 
aggregate cost of the entire program, he indicated, would be $2,580,- 
000,000.^ Such a program, whether approved by Congress or not, 
is a valuable means of letting the people of the country know what 
the ultimate plans of the administration are for naval construction 
and replacement. Popular approval or disapproval can then be 
registered in no unmistakable manner. Internal improvements for 
flood control, reclamation and drainage may be planned with advan- 
tage on the basis of a long time program. Something has already 
been accomplished in this direction, A ten year program of forest 
research and development, including the maintenance of experiment 
stations in various regions and involving a maximum annual ex- 
penditure of $3,500,000, was authorized by an act of Congress 
passed in 1928. A federal building program has also been projected. 

^See Progress of Public Improvements, a report to the people of the state of 
New York by Governor Alfred E. Smith, October, 1927. 

^ See The New York January 13, 1928. 
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CLASSIFICATION OF EXPENDITURES AND INCOME 

Having discussed the nature and sources of budgetary informa- 
tion, we next come to the classification of this information in so far 
as it relates to expenditures and income. The systematic grouping 
of financial data is essential to the process of budgeting. Classifica- 
tion aids in compiling and reviewing the figures for the budget, it 
provides uniformity in the presentation of budgetary information, 
and it lessens the labor of making the comparisons which are neces- 
sary to accurate financial planning. Furthermore, it assists the 
handmaid of budgeting, namely, accounting, in certain ways: it 
facilitates the recording of transactions in the accounts, it makes 
possible the orderly arrangement of financial information, and it 
aids in reporting on the operations of the government so they will 
be intelligible to the public. 

Regardless of what form or type of classification is used, it should 
be such as clearly to reveal the essential facts regarding the nature 
of expenditures and the sources of income. Classification should' 
never be carried to the extent of obscuring the fundamental sig- 
nificance of the facts which are classified. The substance of these 
facts is always more important than their arrangement. 

The Development of Classification. — The systematic classifica- 
tion of governmental expenditures and income is a recent achieve- 
ment in this country. Perhaps the first comprehensive attempt at 
any such classification was that made by the United States Bureau 
of the Census when it began the collection and publication of the 
Financial Statistics of Cities under an act of Congress which was 
passed March 6, 1902. Under this classification, expenditures were 
grouped on both functional and character bases and income (rev- 
enue) was arranged according to sources. The same types of 
classification were applied to the Financial Statistics of States when 
this series was started by the Bureau of the Census in 1915. We 
shall refer later to this classification. 

The next important development in classification came as a result 
of the work of the New York Bureau of Municipal Research in 
connection with the installation of budgetary procedure in New York 
City. This work began in the city department of health in 1908, 
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and during the subsequent five or six years practically all the depart- 
ments and agencies of the city government were studied. The 
proposals for classification were confined to expenditures. At first, 
the emphasis was placed on a functional classification within depart- 
ments supplemented by an object classification. Within a short 
time, however, the emphasis was shifted to the object basis. The 
reason for this, as later explained, was that ''classification by object 
lends itself to standardization of accounting procedure, while group- 
ing on the basis of function seems to increase the difficulties, inas- 
much as the functions must differ in every department.” Accountants 
naturally preferred the form of classification that promised greater 
uniformity and order in the accounts. It was possible to standardize 
the classification by objects, but not the functional one. Besides, 
appropriations by functions would leave the door open for the mis- 
use of funds, unless supported by an intricate system of accounts; 
while appropriations by objects would apparently check this prac- 
tice, which was regarded as one of the most trying evils of that 
period. For these reasons, the functional classification was gradu- 
ally subordinated and the classification by objects became the pri- 
mary one in all the city departments by 1912. At this point further 
efforts toward improvement consisted in the "development of a 
uniform classification of expenditures [by objects], with the chief 
aim of voucher or payroll audit, central control over purchase and 
contract relations.” The main groups of this classification for New 
York City were established by 1913; practically no change has been 
made in them since that time. 

In 1911, President Taft’s Commission on Economy and Efficiency, 
with the aid of specialists from the various departments of the 
national government, set about the task of making a classification by 
objects of the federal expenditures.^ The Commission found that 
the accounting information produced in one department or bureau of 
the federal service bore little or no relation to that produced in an- 
other. Even within a single bureau the same accounting term often 
had a number of meanings, so there was a "confusion of tongues” 
which made intelligent reporting and supervision almost impossible. 
A uniform classification, the Commission was convinced, would be 
useful to every branch of the service as a means of reducing the cost 
of keeping accounts and as an aid to reporting in summary and com- 
parable form. It therefore undertook the development of a classifi- 
cation of expenditures in terms of things purchased. The informa- 

^See Outline of Classification of Objects of Government Expenditure, Circular 
No. 19, Presidents Commission on Economy and EfEcieney, Washington, 1911. 
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tion submitted to Congress for the 1912 appropriations was used as 
the basis for obtaining the scheme of analysis by objects. The classi- 
fication produced was quite comprehensive. Every service, object, 
or item purchased or paid for by the national government at that 
time was classified and coded. An enumeration of the coded items 
alone filled more than one hundred closely printed octavo pages. 
This task would no doubt have been impossible without the aid of 
about two hundred specialists from the various services of the na- 
tional government. We shall have occasion to refer again to this 
classification in the course of this chapter. 

When Frederick A. Cleveland returned in 1913 to the New York 
Bureau of Municipal Research from his work as chairman of Taft's 
Economy and Efficiency Commission, he projected a series of re- 
search studies in government, one of which was a ‘^standard classi- 
fication of expenditures." This work was intended to develop fur- 
ther the classification scheme prepared under the direction of the 
Taft Commission. It was to include state and local, as well as 
national expenditures, utilizing the experience of the Bureau in con- 
nection with New York City. A very ambitious scheme of classifica- 
tion by objects was projected, which was* to include practically every- 
thing that either public or private organizations might buy. A basis 
for the major groups different from that outlined by the Taft Com- 
mission was proposed.^ After about three years of work by a staff 
consisting of several persons, the task was still incomplete and was 
discontinued on account of lack of funds. At that time the classifi- 
cation filled several typewritten volumes and bade fair to rival in 
size Webster’s International Dictionary. The ultimate purpose of 
the classification, had it been finished, was the standardization of 
specifications for all purchases. In this direction it held considerable 
promise, but as a classification for accounting and budgeting pur- 
poses it was undoubtedly inferior to the one already outlined by the 
Taft Commission. There were, however, other phases of the 

^The major groups, or main classes, as tentatively outlined, were as follows: 
0000, services; 1000, animals; 2000, plants; 3000, substances in bulk; 4000, formed 
parts, attachments and accessories ; 5000, hand tools, utensils, and' implements ; 
6000, equipment for obtaining and communicating information, ideas, and concepts 
(instruments of thought and expression); 7000, equipment for working upon and 
with substances and articles (machine tools) ; 8000, equipment for the production 
of heat, light, and power, and for refrigeration, ventilation and pumping (plant ) ; 
9000, coverings, supports, containers, enclosures, and sites; Xooo, money and 
credit; Eooo, special and miscellaneous, including sets, suits, and complements 
of related articles. A cross-sectional arrangement of the foregoing groups threw 
several of them into two classes : one was “things consumed or converted when 
used” (materials and supplies) ; the other was “things not consumed or converted 
when used” (equipment, structures and land). 
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Bureau's effort at classification which bore fruit for both govern- 
mental accountants and budgeteers. Classifications of public ex- 
penditures and income by funds, by character, and by sources were 
completed and the results were largely incorporated in Francis 
Oakey’s Principles of Government Accounting and Reporting. A 
general classification of governmental functions was also partially 
completed. This classification was sufficiently developed, however, 
to make it of use in connection with the preparation of expenditure 
analyses in accounting. 

The movement in state and local governments toward budgeting 
and modernized accounting made necessary the adoption of ex- 
penditure and income classifications. In 1912 Philadelphia used a 
classification in the preparation of the city budget which was an 
adaptation of the one recommended by the Taft Commission for the 
national government. By 1914, an expenditure classification by ob- 
jects similar to the one used by New York City, had been adopted 
by several smaller city governments, notably, Springfield, Massa- 
chusetts, and Dayton, Ohio. About this time the state budget com- 
missioner of Ohio promulgated an object classification of expendi- 
tures, closely resembling that of New York City, for use in the 
government of that state. Other state and local governments fol- 
lowed in rapid succession. The expenditure classifications adopted 
were, in most instances, combinations or copies of those already in 
use. They usually resembled more closely the classification of New 
York City than that proposed by the Taft Commission. 

Nearly every state or city government now uses an expenditure 
classification of some type in arranging its financial data for pur- 
poses of reporting and budgeting. Many county governments also 
make use of expenditure classifications. Income, or revenue, classi- 
fications are likewise widely used, but they are not generally as well 
developed as those relating to outgo. All in all, one might expect 
in the near future to have comparable expenditure and income statis- 
tics of a much more refined type than those produced at the present 
time by the United States Bureau of the Census. There is, how- 
ever, at least one serious difficulty in the way. The adopted classi- 
fications generally differ from state to state; while they may be 
basically the same, they have important variations that render the 
compiled data incomparable. The same thing is true of the classifi- 
cations used by local governments, except where a state has adopted 
a uniform classification for all such governments within its juris- 
diction. However, this step does not improve the situation as be- 
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tween states. The solution lies in the general acceptance by state 
and local governments alike of a scheme of classifications for both 
expenditures and income. Since the financial transactions of these 
governments diflfer mainly in degree rather than in kind, this scheme 
of classifications can be uniformly used so long as it is flexible. The 
task now before us is to outline such a scheme. 

Classification of Expenditures. — Five bases for the classification 
of expenditures are generally recognized. These are as follows : ( i ) 
functions, (2) organization units, (3) objects, (4) character, and 
( 5 ) funds. A sixth base, namely, by appropriations, is necessary 
from the accounting standpoint if the legislative body is to be in- 
formed on how its authorizations have been carried out. Since both 
the form and itemization of appropriations vary widely even within 
the same government unit, there can be no uniformity to a classi- 
fication by appropriation items.^ If appropriations are made in lump 
sum amounts, they will usually correspond rather closely to 
organization units; if they are made in detail, they will resemble 
either the character or the object groups. They may even follow 
the fund groups, as in the case of certain special funds. Lacking 
uniformity, as it does, the classification by appropriations is not a 
proper vehicle, even when the appropriations are made in detail, for 
presenting expenditure information in the budget document. Only 
in connection with the accounting and reporting, when the unencum- 
bered or the unexpended balance of each appropriation is ascertained, 
is this classification valuable. We may, therefore, dismiss it without 
further comment at this point. The other classifications are dis- 
cussed below. 

Classification by Functions . — ^As we know, the work of govern- 
ment is made up of a number of major functions and these in turn 
consist of several minor functions. The latter approach the various 
activities and operations through which the governmental work is 
performed. Nearly every government, national, state and local, 
classifies its major functions in one way or another, but these group- 
ings generally lack uniformity. Let us note a few of the typical 
functional classifications. 

Probably the best known functional classification is the one applied 
by the United States Bureau of the Census in the compilation of 
the financial statistics of cities and states. As we have explained 
above, this classification was devised about a quarter of a century 
ago for use in gathering the Financial Statistics of Cities. It was 
^ See above, pp. 127-135. 
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carefully prepared at that time in view of the statistical requirements 
of the Bureau and its essential features have not since been modified. 
The following are the main headings of this classification: (i) gen- 
eral government, (2) protection to persons and property, (3) con- 
servation of health, (4) sanitation or promotion of cleanliness, (5) 
highways, (6) charities, hospitals and corrections, (7) education, 
(8) recreation, (9) miscellaneous, (10) public service enterprises, 
and ( 1 1 ) interest and debt payments. The governmental expendi- 
tures are grouped under these eleven general headings mainly by 
organization units. There is considerable overlapping between some 
of the groups, so that the expenditures of different organization units 
must, in some cases, be more or less arbitrarily put in one group or 
another in making the distribution. The classification is not, strictly 
speaking, a functional one; some groups indicate purpose or object. 
It includes legislative and judicial expenditures, together with over- 
head administrative costs, in the ''general government’’ group. Its 
"miscellaneous” group is a catch-all, intended for the items which 
cannot be conveniently allocated to the other groups. When the 
Bureau began in 1915 to compile the Financial Statistics of States, 
it used the same classification, slightly modified. A new group, 
called "development and conservation of natural resources,” was in- 
serted as group three, and groups three and four as applied to cities 
were combined under the heading "conservation of health and sani- 
tation.” Otherwise the classification was practically the same for 
both states and cities. 

In the last analysis, this classification of the Bureau of the Census 
is little more than a convenient arrangement for the purpose of 
gathering state and municipal statistics. Nevertheless, it is the 
means of compiling the most authoritative statistics, in fact, the 
only comparable data that we have with respect of the costs of city 
and state governments. Except in a few instances, this classification 
is not ordinarily used in arranging the accounting and budgetary in- 
formation of states and cities ; it is merely followed in compiling the 
expenditure figures for the Bureau of the Census. 

There are several types of functional classifications other than the 
one we have just discussed. A functional classification is used in 
the preparation of the national budget, which divides the govern- 
mental functions into three groups, namely, general, military, and 
civil. An additional group, called '‘nonfunctional expenditures,” 
includes fixed debt charges, trust funds, losses, refunds, and con- 
tingencies. Evidently, this classification, although very general, is 
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not applicable to state and local governments. Several state govern- 
ments apply functional classifications of one type or another in 
grouping budgetary data. Some of these classifications are based on 
the traditional divisions of governments, namely, the executive, the 
legislative, and the judicial; others are more elaborate, especially in 
the analysis of the administrative functions. Generally speaking, 
these classifications provide a convenient method of grouping the ex- 
penditures of a large number of governmental agencies under a few 
headings. Maryland and California furnish very good examples of 
such classifications. 

The Maryland budget amendment requires the expenditure side of 
the budget to be segregated according to the executive, the legislative, 
and the judicial functions of the state government. Aside from 
placing the legislature and the courts in groups apart from the execu- 
tive agencies, any line that may be drawn separating the govern- 
ment into three such divisions must be largely arbitrary. This is 
due to the fact that many of the administrative departments and 
agencies perform functions which are of a legislative or a judicial 
character. A classification on this basis is therefore not very satis- 
factory. 

The functional classification used in the California state budget 
groups the expenditures under the following general heads: (i) 
legislative, (2) judicial, (3) executive, (4) administrative, (5) 
benevolent, (6) conservation and parks, (7) correctional, (8) cura- 
tive, (9) defensive, (10) developmental, (ii) educational, (12) 
penal, and (13) regulative. The last nine groups are really sub- 
divisions of the administrative group. In classifying the expendi- 
tures under this arrangement, each organization unit is placed under 
the group to which the major part of its work relates, so that the 
classification is not along strictly functional lines. The most that can 
be claimed for such a classification is that it gives the public a general 
idea of what the state government is spending its money for. It 
seems advisable, however, to group expenditures in this manner 
only when the state government has numerous administrative agen- 
cies. New York, for example, used a similar classification before 
the reorganization of the state administration, when there were 
more than 180 administrative agencies. But since the reorganiza- 
tion into eighteen administrative departments, the budget making 
authority has discarded the functional classification and now groups 
the expenditures according to the major departments. California 
will probably do the same thing when its administrative organiza- 
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tion becomes more integrated^ Such has been the practice in several 
other states. 

City authorities have generally preferred organizational to func- 
tional groupings in setting forth the municipal expenditures in their 
financial reports and budgets. This is due to the fact that most 
of the cities have rather compact organizations, the administrative 
work being systematically grouped in a few large departments. The 
necessity therefore for combining the expenditures of numerous de- 
partments and agencies under a few headings does not exist, as in 
the case of many of the state governments. Only a few cities still 
retain the ponderous administrative organizations of a few years 
ago. 

There is undoubtedly a need for a standard classification of gov- 
ernmental functions, such as has not yet been devised. A classifica- 
tion of this type would be valuable in bringing out clearly the defects 
in existing governmental organization ; it would aid in producing 
financial information from the accounts, particularly the cost ac- 
counts ; and it would make it possible to secure expenditure data that 
would be comparable as between the same functions or services of 
different governmental units. About 1915, the New York Bureau 
of Municipal Research attempted to devise such a classification, but 
the work was not carried to completion.^ However, the functions of 
government were divided into three groups, viz., controlling, pro- 
prietary, and public service. The immediate objects of each of these 
groups, in the order named, were ( i ) the determination and direc- 
tion of the services to be rendered, of the means and instruments 
to be used in rendering them, and of the manner of acquisition, use 
and disposal of such instruments ; (2) the making available of the 
means and instruments, consisting of funds, personnel, commodities 
and properties, whereby such services might be rendered; and (3) 
the rendering of services directly to or for the public. The general 
headings of the classification were as follows : 

I FUNCTIONS OF CONTROLLING GROUP 

1 Electoral control 

2 Representative control 

3 Executive control 

4 Staff information and advice 

^This is what really happened under the administrative reorganization which 
took place in 1927. The California budget for 1929- 1931, submitted by Governor 
Young to the legislature in January, 1929, grouped the expenditures for adminis- 
trative purposes largely by major departments. 

"See above, pp. 179-180. 
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II FUNCTIONS OF PROPRIETARY GROUP 

1 Provision of funds 

2 Provision of subordinate personnel 

3 Provision of material 

III FUNCTIONS OF PUBLIC SERVICE GROUP 

1 Administration of justice 

General adjudication of controversies 

Adjudication of controversies betv^een governmental agenqies 
and their representatives, officers and electors 
Adjudication of controversies in civil actions between govern- 
mental agencies and private or quasi private persons 
Adjudication of controversies in criminal actions between gov- 
ernmental agencies and private persons 
Adjudication of controversies between private or quasi private 
persons 

2 Protection of persons and property 

Protection from violence, robbery and breach of peace 
Protection from fire 

Protection from unsafe structures and machinery 
Protection from loss of life on highways 
Protection from loss of life on water 
Protection from floods, tides and other disasters 
Protection from wild animals 

Protection from exploitation in business and trade 

3 Protection of public morals 

Prevention of gambling 

Prevention of immorality 

Prevention of drunkenness 

Regulation and solemnization of marriage 

Prevention of cruelty to animals 

4 Preservation of health 

Protection from diseases 

Protection from harmful and impure water, food and drugs 
Protection from unhealthful housing conditions 
Protection from unhealth ful working conditions 
Protection from nuisances injurious to health 
Special preservation of health of children 
• Protection from practice of medical professions in a manner 
harmful to health 
Provision of sanitary convenience 
Promotion of medical professions 

5 Promotion of education and recreation 

Promotion of education 

Promotion of recreation 

Promotion of science 

Promotion of the fine arts 

Promotion of history 

Preservation of places of scenic interest 



i86 PUBLIC BUDGETING 

6 Care of special classes 

Care and education of defectives 
Care and maintenance of delinquents 
Care and maintenance of dependents 

7 Promotion of economic welfare 

General promotion of economic welfare 

Promotion of agriculture, forestry and animal industry 

Promotion of transportation 

Promotion of banking and exchange 

Promotion of manufacturing 

Promotion of trading 

Promotion of mining 

Promotion of communication facilities 

Promotion of labor 

Production and distribution of commodities 

S Defense of nation and state 

Protection from foreign invasion 
Protection from insurrection 
Protection from breaches of neutrality 

The most interesting part of the foregoing classification was the 
public service group. This group was divided into main classes and 
subclasses as indicated above. Most of these subclasses were divided 
into subordinate groups, which in many instances were further sub- 
: divided. In the last analysis, the small subdivisions approached 

or practically coincided with the activities of government. Had the 
11 classification been fully developed at this final point, it would no 

doubt have been valuable in connection with cost accounting. Mr. 
Oakey has suggested how the classification, as it stands, might be 
' I used as the primary basis in general accounting for the development 

1 1 of expenditure analysis by functions.^ 

i j Functional classification has been valuable, in fact, practically 

indispensable, in the preparation of plans for the reorganization and 
integration of governmental administration. In nearly all states and 
cities, the administrative agencies were created in an unsystematic 
manner until there were literally scores of these agencies, many of 
them performing similar duties, many of them overlapping in their 
work. A study of their activities, an analysis of their functions, 
showed that most of these agencies could be abolished and their work 
grouped under a few orderly departments. By this method, many 
city governments have been completely reorganized so that their 
administrative functions are now carried on by five or six large de- 
partments, such as, finance, safety, law, public works, public welfare, 
and education. Several state governments have also been recon- 

^See Francis Ozktj, Principles of Governmental Accounting and Reporting ^ 
1921 , pp. 367'373- 
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structed by this process until their administrative functions are now 
handled by less than a score of departments, the more important of 
which are finance, agriculture, public works, labor, conservation, 
health, public welfare, trade and commerce, and education. 

Hence modern administrative organization is built along func- 
tional lines. In the main the departments represent major functions ; 
the bureaus and divisions, minor or subordinate functions. That is, 
the organization units, when properly set up, parallel the functions of 
the government. If, under such arrangement, the expenditure in- 
formation is presented in the budget on an organizational basis, it 
will be virtually in the same form as though it were presented on a 
functional basis. But this will not be the case under an improperly 
or haphazardly organized government. Then the expenditure infor- 
mation may, with advantage, be presented in the budget according to 
functional headings. Of course, the information will need to be 
shown also by organization units, since it is desirable to make appro- 
priations only by such units in order to establish responsibility for 
administrative work. The functional classification may be super- 
imposed on the organization units, but this is likely to be confusing. 
It is perhaps better to keep the two separate and draw parallels 
between the functional groups and the organization units by making 
the totals agree at certain points. This method will show the existing 
relationships and enable comparisons to be made. By such use of 
the functional analyses, it is possible to show faulty and uneconomi- 
cal organization and, at the same time, to stimulate public interest in 
the budget. 

Something should be said at this point about the intradepartmental 
use of the functional classification. It is possible to classify the work 
of an administrative department according to functions or activities, 
the activities being indicative of the lines of endeavor which are re- 
quired in the performance of the function. The functions may coin- 
cide with the internal organization of the department, or they may 
not. If the department is methodically organized, it is likely that 
they will coincide with the bureaus or divisions. In this event, the 
classification of departmental expenditures by subordinate units is 
sufficient to indicate the functional purposes for which they are made. 
However, functions may be recognized independently of and without 
relation to the internal organization of the department. This is 
evidently the intention of some of the budget laws, such as the Vir- 
ginia law, which provide that departmental expenditures must be 
analyzed according to functions. It is doubtful if the information 
thus presented is of any significance, inasmuch as the expenditures 
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are more or less arbitrarily distributed. Once the distribution has 
been made, the functions cannot be regarded as a satisfactory basis 
for making appropriations.^ It is of course possible to derive cost 
data from analyses of the operations, activities, or functions carried 
on within departments which are quite valuable from the administra- 
tive standpoint. But such data are the result of cost accounting 
processes rather than methods of classification. 

Classification by Organisation Units , — An organization unit may 
be defined as any department, bureau, division, or agency of the 
government which is so constituted as to have a directing head who 
is responsible for the performance of its work. It is, in other words, 
a structural entity of the government. Responsible direction and 
relative permanence are its main characteristics. It may be large or 
small; size or volume of work has no particular significance. It 
may be uni functional, or it may perform several related functions. If 
it is of the former type, it will likely be a single, compact structure; 
if of the latter type, it will probably contain several subordinate units. 
For example, a multifunctional organization unit, such as a large 
department, might consist of several bureaus and each of these in 
turn be made up of several divisions. In establishing organization 
units, there is no limit to the extent of subdivision so long as a 
distinct function remains the basis of each organization unit. When 
the subdivision goes below the function, it reaches the activity and 
finally the operation. Neither of these is suitable as a basis for 
the establishment of an organization unit, since each is of a more 
or less changing or temporary nature depending upon the methods 
and processes employed in the performance of governmental work. 
However, either an activity or an operation may be regarded as 
the proper basis for a working unit, or several such units, to be 
followed in the preparation of cost accounting analyses.^ 

Classification by organization units has as its purpose the estab- 
lishment of definite responsibility in making expenditures. This is 
basic in any effective system of financial control. As in the case 
of functional classification, there is practically no uniformity. But 
this does not detract from the value of the organizational classifica- 
tion as a means of budgetary information. In classifying govern- 
mental expenditures on the organizational basis, it is well to allot all 
outgo to some organization unit. Certain expenditures, such as those 
for debt service, pensions, etc., are sometimes regarded as ‘'nonor- 
ganizational,” since they do not constitute a part of the direct cost 
of operating or maintaining the organization units. It is argued, 
^See above, pp. 132 and 144. pp. 527-529. 
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therefore, that such expenditures should be shown under a general 
heading separate from the organization units. This may, of course, 
be done; in fact, it is done under the character classification, which 
is discussed below. But for the purpose of making appropriations, 
it seems advisable to include these expenditures under some organiza- 
tion unit which can be held responsible for supervising the trans- 
actions incident to paying out the money. 

Classification by Objects .- — The term ‘'objects,’’ as used in desig- 
nating this type of expenditure classification, is somewhat of a mis- 
nomer. The classification includes not only the things purchased by 
the government, such as services, commodities, and properties, but 
also the payment of obligations, such as indebtedness. Of course, 
in a broad sense, it may be said that all governmental expenditures 
are made for objects, at least, for purposes which finally resolve 
themselves into objects. Usage, however, has decreed that “object 
classification” is a proper designation, and in lieu of a better term, 
we shall continue to use it. 

The classification by objects, as we have pointed out in the early 
part of this chapter, was among the first of the expenditure classifi- 
cations to be developed. Accountants and others turned their atten- 
tion to it more than twenty years ago. This was no doubt due to 
the fact that the first efforts in the direction of proper accounting 
control and financial reporting centered around what the govern- 
ment bought to carry on its work. Any analysis of these purchases 
which would be comparable as between the different spending agen- 
cies of the government required systematic arrangement or classi- 
fication — classification by objects. At first, this classification was 
very crude; the groups were illogical and overlapped. The first 
group to emerge with any definiteness was that of personal services, 
including the salaries, wages, and other compensations of individuals 
in the direct employment of the government. Supplies, materials, 
and equipment next assumed definite shape as groups in the classifi- 
cation. The other expenditures were arranged and rearranged under 
different groups, varying widely from state to state or from city to 
city. In fact there is still much disagreement relative to what should 
be regarded as the proper grouping for them. 

One of the earliest expenditure classifications used by any govern- 
ment in this country was the “budget classification” of New York 
City. This classification dates back to 1908, when it was applied to 
certain city departments ; by 1912, it had been sufficiently developed 
so that it was promulgated by Comptroller Prendergast for uniform 
application. It was of the object type. As we have already stated, 
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it was largely the work of the New York Bureau of Municipal Re- 
search. Once adopted, it has been used practically without change 
by the city authorities in their accounting and budgeting work until 
the present time. The New York City classification, as it has been 
designated, is of interest here not on account of its use by the largest 
city in the country, but because of the fact that it has been copied 
widely by other cities and even states. It has seven main classes with 
subclasses as indicated below : 

1 Personal service 

Salaries, regular employees 
Salaries, tempoi*ary employees 
Wages, regular employees 
Wages, temporary employees 

2 Supplies 

Food 

Forage and veterinary supplies 

Fuel 

Gasoline 

Office supplies 

Medical and surgical supplies 

Laundry, cleaning and disinfecting supplies 

Refrigerating supplies 

Educational and recreational supplies 

Botanical and agricultural supplies 

Motor vehicle supplies 

General plant supplies 

3 Equipment 

Office equipment 
Household equipment 
Medical and surgical equipment 
Live stock 

Motorless vehicles and equipment 
Motor vehicles and equipment 
Wearing apparel 

Educational and recreational equipment 
General plant equipment 

4 Materials 

Highway materials 
Sewer materials 
Building materials 
General plant materials 

5 Contract or open order service 

General repairs 
Motor vehicle repairs 
Light, heat and power ^ 

Janitorial service 
Transportation 
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Communication 
General plant service 

6 Contingencies 

7 Fixed charges and contributions 

Debt service 
Rent 
Pensions 
Insurance 

Care of dependents in private institutions 

State taxes 

Advertising 

This classification carefully defined the first, second, third and 
fourth groups in an attempt to draw dividing lines between them. 
Supplies were designated as ^'articles which can be used but once, 
or which after being used once, show a material change in or an 
appreciable impairment of their physical condition.’' Equipment 
was defined as ''all articles which can be used over and over again 
without a material change in or an appreciable impairment of their 
physical condition.” Materials were regarded as "articles and sub- 
stances in a natural or manufactured state entering into the construc- 
tion or repair of any building, highway, sewer, apparatus, machinery 
or other equipment.” Even so, the lines between the three groups 
had to be more or less arbitrarily drawn. The city government 
bought several articles or things which might be put into any one of 
the groups, depending upon the use that was made of them. While 
the subgroups were indicative of the contents of each group, they 
referred, in most instances, to the articles or things purchased in 
terms of their purpose or use rather than according to their nature 
as physical objects. The subgroups, thus, departed from the defini- 
tions already laid down. A distinction, especially between certain 
supplies and materials, might more easily have been drawn upon 
an object basis than according to use. The personal service group 
was clearly marked out. The fifth group, '‘contract or open order 
service,” often called "contractual services,” or "services other than 
personal,” was not sufficiently inclusive. Two subheads from the 
seventh group, namely "advertising” and "care of dependents in 
private institutions,” should have appeared under the fifth group. 
This assumes that the care of dependents in private institutions is 
a payment for service and not in the nature of a gift or subsidy; 
in the latter case this subgroup would remain in group seven. The 
sixth group was not an object class, but was merely thrown in to 
provide against unforeseen expenditures. Group seven was more 
in the nature of a catch-all class than anything else. It did not 
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distinguish, as it might well have done, between charges which were 
obligatory and those which were not. Buildings, structures, and 
lands were entirely omitted from the classification. These were left 
out because the New York City budget was originally, and still is, 
mainly an operating budget, the acquisition of property being met 
largely through the issuance of credit which appears later in the 
budget under the heading of debt service. 

In 1914, the New York City classification was adopted in the 
state of Ohio with some minor modifications and rearrangements. 
The main headings were as follows: (i) personal service, (2) sup- 
plies, (3) materials, (4) equipment, (5) contract and open order 
service, (6) additions and betterments, (7) fixed charges and con- 
tributions, and (8) rotary funds. Contingencies became a subclass 
under class five. Class six covered lands, buildings and structures, 
which the other classification did not provide for. Class eight was 
not an object group; it included funds used for working capital 
purposes particularly at the state institutions. During the same 
year, Dayton, Ohio, in installing a budget system under the new 
city manager government, also adopted a modification of the New 
York City classification. The main classes in this case were : ( i ) 
personal service, (2) contractual services, (3) sundry charges, (4) 
supplies, (s) materials, (6) equipment, and (7) real estate. Classes 
two and three were practically the same as five and seven, respec- 
tively, of the New York City classification. Classes four, five and 
six were itemized more in accordance with objects than purpose or 
use. The last class included both land and buildings. Contractual 
services were defined as ‘^activities performed by other than mu- 
nicipal departments, under expressed or implied agreement, involving 
personal service plus the use of equipment or the furnishing of 
commodities.'^ 

The Dayton modification of the New York City classification was 
copied widely by other city governments throughout the country, 
particularly manager cities. A combination of both the Dayton and 
the Ohio state classifications was adopted by a number of state 
governments, notably Virginia, South Carolina, and Wyoming. 

Even more comprehensive and more carefully devised than the 
New York City classification was the object classifiGation prepared 
in 1911 under the direction of President Taft's Economy and Effi- 
ciency Commission for use in the national government. This classi- 
fication had eleven main groups and several subordinate groups, as 
indicated below : 
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A Salaries, wages, and other compensation for personal services currently 
rendered 

B Services other than personal : 

(1) Transportation of persons (service) 

(2) Transportation of things (service) 

(3) Subsistence and support of persons (service) 

(4) Subsistence and care of animals and storage and care of vehicles 

(service) 

(5) Communication service 

(6) Printing, engraving, lithographing, and binding (service) 

(7) Advertising and publication of notices (service) 

(8) Furnishing of heat, light, power, and electricity (service) 

(9) Special and miscellaneous services other than personal (includ- 

ing repairs by contract or open market order) 

C Materials not specifically adapted for use as supplies, equipment, or 
structures 
D Supplies : 

(1) Stationery, drafting, scientific, and educational supplies 

(2) Fuel (including burning and illuminating gases, oils, and 

liquids) 

(3) Mechanic’s, engineer’s, and electrician’s supplies; furnace and 

foundry supplies 

(4) Cleaning and toilet supplies 

(5) Wearing apparel and hand-sewing supplies 

(6) Forage and other supplies for animals 

(7) Provisions 

(8) War supplies; explosives and pyrotechnic supplies 

(9) Special and miscellaneous supplies 
E Equipment (including live stock) and parts 

F Structures and parts, and nonstructural improvements to land 
G Land 

H Capital outlays for rights and obligations, and payment of debt : 

(1) Purchase of rights to demand, control, or enforce action, or of 

rights to act 

(2) Payment of debt and payment to sinking funds 

(3) Repayment of deposits 

(4) Treaty obligations 

(5) Refunds, awards, and indemnities 

J Fixed charges and contributions other than pensions and retirement 
salaries : 

(1) Rents 

(2) Royalties 

(3) Fees for licenses, permits, and privileges 

(4) Interest 

(5) Insurance and depreciation funds 

(6) Educational and general welfare grants and contributions 

(7) Trade subsidies and bounties 

(8) Burial expenses, providence funds, and other gratuities 
K Pensions and retirement salaries 

L Losses and contingencies 
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The scope of each group in the foregoing classification was pretty 
clearly indicated by the title, or the subgroup, or both. Any over- 
lapping or uncertain fringe between the various groups was practi- 
cally eliminated by an extensive code of several thousand items 
reaching down to the individual objects. Although this classifica- 
tion was promulgated by the Comptroller of the Treasury in 1911 
for use in connection with the accounting of the various departments 
and branches of the national government, it was never very con- 
sistently followed. However, it later became the basis of the ^Classi- 
fication of objects of expenditure^’ adopted in 1922 by the General 
Accounting Office for use in connection with the national budget 
system, which had just been established. The primary groups of 
the latter classification were increased to twenty-four, principally 
by making main headings out of several subgroups of the older 
classification. The order of the groups was also changed so that 
they would readily fall under the divisions of the character 
classification.^ 

In 1912 the city authorities of Philadelphia, with the assistance of 
the local Bureau of Municipal Research, adapted the classification 
of the Taft Commission for use in the city accounting system. The 
main classes were as follows: (i) personal services, (2) services 
other than personal, (3) materials, (4) supplies, (5) ecjuipment, 
(6) structures and nonstructural improvements to land, (7) land 
and interest in land, (8) debt payments, (9) interest and state tax 
on debt, and (10) rentals, contributions and pensions. This classi- 
fication is used, practically without change, in the accounting and 
budgeting work of the city government at the present time. A few 
other cities adopted somewhat modified forms of the Philadelphia 
scheme, but the classification of the Taft Commission was by no 
means as widely copied as that of New York City. 

Recently, however, there has been an apparent drift, particularly 
in the states, to the form of classification proposed by the Taft 
Commission. Several states, notably Idaho, North Carolina, and 
the Territory of Hawaii, have adopted this classification either m 
t at 0 or in modified form. About 1921 Idaho adopted a classification 
of expenditures which, with a few subsequent changes, was practi- 
cally identical in its main groups and subgroups with those proposed 
by the Taft Commission. This classification has since been used in 
the accounting and budgeting work of that state. 

"See “Classification of Objects of Expenditure for Departments and Establish- 
ments of the Government of the United States,” General Accounting Office, Bul- 
letin No. I, May ii, 1922. Also see Appendix 11 for a summary of this classification. 
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North Carolina adopted a classification in 1924, which resembled 
in certain respects the federal classification as promulgated by the 
General Accounting Office in 1922. Its main classes were as 
follows : 

1 Operating* expense 

11 Personal service 

12 Supplies and materials 

13 Postage, telephone and express 

14 Travel expense 

15 Printing, binding and publicity (under contract) 

16 Motor vehicles (upkeep) 

17 Light, power and water (under contract) 

18 Repairs (contractual service) 

19 General expense 

2 Current obligations 

21 Interest 

22 Insurance and bonding 

23 State aid 

24 Miscellaneous obligations 

3 Acquisition of property 

31 Equipment 

4 Additions and betterments 

41 Land, buildings and permanent improvements 

5 Redemption of debt and transfers 

51 Debt payments 

52 Transfer of funds 

It should be noted that the North Carolina classification is so 
arranged as to indicate the character groupings; in fact, the main 
classes are in reality character designations. Even so, the classifica- 
tion might have combined classes three and four, since both consti- 
tute the “acquisition of property.'’ The “transfer of funds" should 
have been omitted from the last class, since this is merely a treasury 
operation and has no place in an object classification of expenditures. 

In 1924, the Territory of Hawaii adopted a classification which 
was very similar to that of the national government. It differed in 
some respects from the North Carolina classification. Its principal 
classes were as follows : 

Current expenses 

01 Personal services 

02 Supplies 

03 Materials 

04 Communication service 

05 Travel expenses 

06 Transportation of things (service) 

07 Printing and binding (service) 
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08 Advertising and publication of notices (service) 

09 Furnishing heat, light, power and water (service) 

10 Rents (rentals) 

11 Repairs (contractual services) 

12 Special and miscellaneous current expenses 

13 Depreciation 
Fixed charges 

20 Interest 

21 Pensions, retirement salaries, and annuities 

22 Grants, subsidies and contributions 
Acquisition of property 

30 Equipment 

31 Land and interests in land 

32 Structures and permanent improvement to land 

33 Stores purchased for resale 
Payment of debt 

40 Public debt redemptions 
Capital outlays for rights and obligations 

50 Investments (including working capital funds) 

51 Repayments of deposits 

52 Refunds, awards and indemnities 
Transfers of funds 

60 Transfers of funds 

Classes 13, 33, 50, 51 and 60 of the foregoing classification are 
omitted when applied for budgeting purposes. This is doubtless 
due to the fact that no appropriations are made directly to these 
classes. While such classes represent mainly treasury operations 
which are recorded in the accounts, they are of no particular signifi- 
cance in the preparation of the budget. Class 52 might more prop- 
erly be included under current expenses.^ With this class removed, 
the group called '^capital outlays for rights and obligations” has 
very little place in a classification of expenditures for state govern- 
ments. With the national government it is somewhat different, since 
treaty obligations may be included under such a group. 

The object classifications adopted by several states and cities do 
not resemble either the proposal of the Taft Commission or the New 
York City classification. They are hybrid schemes, containing ele- 
ments of both types. Among the states with such classifications are 
Illinois, Massachusetts, New York and Pennsylvania; among the 
cities are Boston, Detroit, Minneapolis and Rochester. At least two 
of these classifications, namely, those of Illinois and Rochester, are 
worthy of some discussion in this connection. 

The Illinois classification was adopted immediately after the reor- 

^A refund, however, may be regarded merely as an adjustment of revenues 
rather than a current expense. See below, pp. 205-206. 
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ganization of the state administration in 1917. It has eleven general 
classes as follows; (i) salaries and wages; (2) office expenses, 
covering expenditures for the operation of departments; (3) travel; 
(4) operation, covering expenditures for the conduct and mainte- 
nance of institutions and agencies; (5) working capital, as applied 
to institutional manufacturing; (6) repairs; (7) equipment; (8) 
permanent improvements; (9) land; (10) contingencies ; and (i i ) 
reserve. The first nine of the above classes constitute titles of ac- 
counts kept by the department of finance, the appropriations made 
under the last two headings being allocated to some of the others 
before expenditure. This classification tends to confuse not only the 
object and purpose for which expenditures are made, but also the 
character and fund designations. Class two includes supplies, con- 
tractual services, and current charges ; class four, supplies and con- 
tractual services ; class five, supplies, materials, equipment and labor ; 
class six, supplies, contractual services, equipment, and labor. Hence, 
these four classes overlap each other in a confused manner. Class 
four is an attempt at character grouping, while class five is a fund 
designation. The latter class represents merely a treasury operation. 
This classification, irregular as it is, has been embodied in the finance 
code of the state since 1919. The reason for making it statutory 
was to extend its application to those departments and agencies 
which were not included in the reorganization under the civil ad- 
ministrative code and therefore were not subjected to fiscal control 
by the department of finance. Thus a special situation was met in 
Illinois. In general, however, it seems unwise to write any expendi- 
ture classification in the law. Such classification is an administra- 
tive, not a legislative, matter and should be promulgated by executive 
order. 

The Rochester classification, adopted in 1916, was notable for 
several reasons. It was perhaps the most detailed object classifica- 
tion ever devised for any city government. It adhered very closely 
to the object basis, particularly in the supplies, materials, and equip- 
ment classes. It embodied many ideas that had their origin in the 
^^standard classification of expenditures,” which the New York Bu- 
reau of Municipal Research undertook about 1914 and was unable 
to complete.^ This was especially true of classes C and D, C being 
materials and supplies, or "'things consumed or converted when 
used,” and D being equipment, or "things not consumed or converted 
when used.” Class D, however, did not include structures and land 
as did the unfinished classification. All classes, subclasses, and 

^ See above, pp. 179-180. 
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objects were coded. An alphabetical list of about 7,500 articles or 
things purchased by the city government was appended with a code 
number attached to each indicating its place in the classification. 
The classification and appended list filled a pamphlet of about one 
hundred quarto pages. The main headings of the classification were 
as follows : A — ^personal services; B — services other than personal; 
C— materials and supplies ; D — equipment ; E — ^land, structures and 
nonstructural improvements ; F — rights, obligations and payment of 
debt; G — rents, privileges, interests, taxes, insurance and deprecia- 
:i tion; H — ^pensions; J — contributions; K — ^losses and contingencies; 

I; and L — ^payments arising from relation as agent. The most novel 

thing about this classification was the elaborate detail of classes C 
?; and D.^ The subclasses listed under these classes were each divided 

! and redivided until the individual objects were reached. As an 

i; illustration of how this was done, subclass C1200 of materials and 

supplies is presented below. 

1200 Clay, Chalk, Talc and Magnesia 

1210 Clay 

; 1220 Clay Products 

i 1221 Brick 

1222 Tile 

:|; 1223 Terra cotta 

| i 1224 Pipes and plumbing supplies 

li 1225 Crucibles 

|ij 1226 Porcelain knobs (insulator) 

1230 Chalk 

1231 Natural chalk 

1 ; 1232 Chalk crayons 

III' 1240 Talc and Soapstone 

l||' 1241 Talc 

J| 1242 Soapstone 

|1 1250 Magnesia and Magnesia Compounds 

!| Under the Rochester classification, the distribution of expendi- 

jll tures according to objects was made in the city comptroller's office 

;| with the aid of the Hollerith tabulating machine. Punch cards were 

made up as the vouchers came through and were approved for pay- 
ment. At frequent intervals these cards were sorted and tabulated. 
At first the work was kept up to date, but after three or four years it 
was allowed to lag behind so that the information was not available 
until several weeks, or even months, after the transactions had been 
completed. It was claimed by those who operated the system that 
this elaborate analysis by objects served no useful purpose either 

’■See Appendix III for an outline of the subclasses that appeared under each 
class of the Rochester classification. 
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in the accounting or the budgeting work. Of course, they overlooked 
the fact that such analysis might be very valuable in centralized pur- 
chasing and standardization work and in cost accounting ; but these 
methods were in a more or less undeveloped state. For purposes 
of general accounting and reporting — and these were what the offi- 
cials had in mind — the object analysis was undoubtedly too detailed. 
Without a work program based upon adequate cost records, this 
analysis could not with advantage be carried into the preparation 
of the budget. 

The city administration, therefore, asked the Rochester Bureau of 
Municipal Research in 1923 to simplify the object classification. 
After considerable study, the Bureau suggested a rearrangement of 
the main headings of the old classification so that they might fit more 
easily into the following character groupings, namely, current ex- 
penses, fixed charges, acquisition of property, and redemption of 
debt. Under the two classes, C and D, it suggested that the detailed 
analyses be dropped and a few general subclasses be substituted 
therefor, these subclasses being more in the nature of purpose or use 
than of object designations. The Bureau’s suggestions were adopted 
by the city administration. The subclasses under classes C and D 
were outlined as follows : 

C Materials and supplies 
Office supplies 
Food and provisions 
Fuel 

Electrical, mechanical and shop supplies 
Laboratory, medical and chemical supplies 
Forage and veterinary supplies 
Wearing apparel and dry goods 
Cleaning and sanitary supplies 
Motor and other vehicles 
School supplies 
Recreation supplies 
Agricultural and botanical supplies 
Miscellaneous supplies 
Building and construction materials 
Miscellaneous materials 
D Equipment 

Office furniture and fixtures 

Furniture and fixtures (other than office) 

Medical and surgical 
Instruments 

Animals and animal equipment 
Motor vehicles 
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Other vehicles 

Machinery, tools, etc. 

Plant (heating, light, and refrigerating) 

Educational 

Books, maps, charts, etc. 

The distribution of city expenditures under the revised classifica- 
tion no longer required the Hollerith tabulating machine. It was 
done through the use of large sheets with vertical columns, each 
headed by a subclass, such as are shown above under classes C and D. 
The extent of the analysis for budgeting purposes was limited to 
these subclasses.^ 

We have discussed at length the Rochester experience, since it 
throws considerable light on the kind of object classification that 
ought to be used, at least to begin with, by state and local govern- 
ments. Evidently such governments should not start with an elabo- 
rate classification, especially when their accounting system and 
budgetary procedure are still more or less undeveloped. In such 
cases, the administration does not usually know what to do with 
highly detailed information, once it has been produced — ^management 
has not yet reached the stage where there is a real need for it. 
A government, under these circumstances, should adopt a simple 
classification; one that is flexible and one that is capable of expansion 
to produce detailed information when required. 

A Model Object Classification . — An object classification to be 
generally acceptable and serviceable alike to state and local govern- 
ments should have a limited number of main classes, seven or eight 
being sufficient. These classes should be as free as possible from 
overlapping fringes, even if arbitrary lines of demarcation have to 
be drawn. Each class should be divided into a few subclasses ; the 
number of these should vary according to the general nature of the 
objects or the emphasis which it seems desirable to place on certain 
expenditures for purposes of information or control. Extreme de- 
tail should be avoided, although it should be possible to prepare 
minute analyses by objects whenever these become necessary. The 
titles of the subclasses should be according to object designations 
rather than use or purpose. The main classes should be so arranged 
as to fit readily into the major groups of the character classification. 
Finally, the object classification should be elastic enough to be easily 
adaptable to any government, state or local, regardless of size. 

With these general characteristics in mind, the writer has devised 

^ See above, p. loi on which is an exhibit of the form of the estimates taken from 
the Rochester budget. 
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an object classification of expenditures which combines what he 
deems to be the desirable points of the various classifications previ- 
ously discussed. This classification is designed especially for use 
by state and local governments. It is the outgrowth of a classifica- 
tion proposed by the writer several years ago in connection with the 
state and city surveys conducted by the New York Bureau of Munic- 
ipal Research. The older classification was first published in 1921.^ 
It had at that time eighteen main headings, thus making it quite 
elaborate ; in fact, it was too complex for the great majority of state 
and city governments. This became apparent when it was actually 
applied in accounting and budgeting work. For this reason the 
condensed form, which is presented below, was prepared; it contains 
only seven main classes. This form, experience showed, operated 
with much better success. As an object classification, it was more 
flexible and more easily adjustable to expenditure volume. It was 
adopted in 1925 practically in toto by the Indiana state board of 
accounts for uniform use in all cities and counties of that state in 
connection with their budgeting and accounting work.^ In 1928, 
it was adopted by the city of Cincinnati.^ The following outline 
presents the main classes and subclasses of this classification with 
code numbers attached. 

EXPENDITURE CLASSIFICATION BY OBJECTS 
1000 Sermces — Personal 

1100 Salaries, regular 
1200 Salaries, temporary 
1300 Wages, regular 
1400 Wages, temporary 
1500 Other compensations 

2000 Sendees — Contractual 

2100 Communication and transportation 
2110 Postage 

2120 Telephone and telegraph 
2130 Freight and express 

^See the author’s Biidget Making (1921), pp. 51-53. This classification was 
later condensed under the main headings now used and published in the American 
City Magasine, March, 1924, pp. 282 ff, A further development of the same clas- 
sification was subsequently published in Municipal Budgets and Budget Making 
(1925), pp. 18-21 ; also in Municipal Finance (1926), pp. 64-66’. 

^ The only change made in the main headings was the splitting up of the “com- 
modities” class into two classes, designated as “supplies” and “materials.” See 
pamphlets entitled “Budget Classification for Civil Cities” and “Budget Classifica- 
tion for Counties,” prescribed by the State Board of Accounts of Indiana, pre- 
pared by Lawrence F. Orr, state examiner, July 1, 1925. 

^ See below, pp. 208 and 583-587. . 
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2140 Travelmg expenses 
2150 Hired horses and vehicles 
2200 Subsistence, care and support 

2210 Subsistence and support of persons 
2220 Subsistence and care of animals 
22^0 Storage and care of vehicles 
2300 Printing, binding, and advertising 
2^10 Printing 

2320 Typewriting and mimeographing 
2SS0 Binding 

2340 Photographing and blueprinting 
2350 Advertising and publication of notices 
2400 Heat, light, power, and water 
2410 Heating service 
2420 Interior lighting service 
2430 Street lighting service 
2440 Power service 
2430 Water service 
2500 Repairs 

2510 Repairs to equipment 
2520 Repairs to buildings and other structures 
2600 Janitorial, cleaning, waste removal, and other services 

3000 Commodities 

3100 Supplies 

3x10 Stationery 
3120 Food products 
3130 Forage 
3140 Fuels 

3x30 Gasoline, oils, and lubricants 
3x60 Clothing and dry goods 
5170 Cleaning supplies 
3x80 Chemicals, drugs, and medicines 
3xpo Other supplies (e.g, repair parts) 

3200 Materials 

32x0 Lumber and timber 

3220 Masonry and road materials 

3230 Structural metals 

3240 Paints, oils, and glass 

3230 Fiber product (woven fabrics, paper, etc.) 

3260 Hides, pelts, and leather 
32^0 Other materials 

4000 Current Charges 
4100 Rents 

41 xo Of buildings and offices 
4120 Of equipment 
4200 Insurance 

42x0 On buildings and structures 
4220 On stores 



CLASSIFICATION 203 

4230 On equipment 
4240 Official bonds 
4230 Employers' liability 
4300 Refunds, awards, and indemnities 
4400 Registrations and subscriptions 

5000 Current Obligations 
3100 Interest 

3200 Pensions and retirements 
3300 Grants and subsidies 
3400 Taxes 

6000 Properties 

6100 Equipment 

6110 Furniture, furnishings, and fixtures 

6120 Hand tools 

6130 Machinery and implements 

6140 Vehicles and harness 

6130 Motor vehicles 

6160 Live stock (not for slaughter) 

61^0 Instruments and apparatus 
6180 Other equipment 
6200 Buildings and improvements 

6210 Buildings and fixed equipment 
6220 Walks and pavements 
6230 Sewers and drains 
6240 Roads 

6230 Bridges and viaducts 
6260 Piers and wharves 
62^0 Trees and shrubs 
6280 Nonstructural improvements 
6300 Land 

7000 Debt Payments 

^lOQ Serial bonds 

•J2Q0 Sinking fund installments 

It may assist the reader in understanding the foregoing classi- 
fication, if its seven main classes are defined. Classes 1000 and 
2000 both represent services, but they differ in this respect: class 
1000 includes only the direct labor of persons in the regular or 
temporary employment of the government, while class 2000 includes 
all work performed for the government, under express or implied 
agreement, by persons who are not employees of the government. 
The latter class involves both labor and the use of equipment or the 
furnishing of commodities in the performance of work. Class 1000 
has been subdivided so as to separate salaries from wages and regu- 
lar from temporary employees. The former distinction is not so 
important (sometimes it is difficult to draw a line between salaries 
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and wages), but the latter is. Temporary employees should be 
placed in a separate group, since they represent the annual fluctua- 
tion in the personal service needs of the government. Other com- 
pensations represent fees, retainers, and the like. Class 2000 has 
been divided into six subclasses according to the general nature of 
contractual services. Equally logical and usable subdivisions might 
have been made along other lines, depending on where the emphasis 
is placed. But this arrangement seems adequate for the purpose 
of bringing out the salient facts with reference to contractual serv- 
ices. Subclass 2100 combines both communication and transporta- 
tion. Some classifications now in use separate the two, but this 
seems unnecessary for most state and local governments.^ All postal 
service, parcel post as well, is included under 2110. Commercial 
messenger service should be itemized in connection with telephone 
and telegraph service. Traveling expenses include fares, pullman, 
taxi, lodging and food for persons in the employment of the gov- 
ernment. All charges for drayage, truckage, lighterage, etc., are 
included under 2150. Subclass 2200 includes the institutional care 
of persons, the care of animals, and the storage of vehicles on a 
contractual basis. All payments for printing, binding, typewriting, 
mimeographing, photographing, and advertising not performed by 
governmental agencies are included under subclass 2300. Binding 
cost when done in connection with printing is included under 2310; 
but when done separately, it belongs under 2330. Advertisements 
for labor or supplies and the publication of proclamations, court 
notices, proceedings, laws and ordinances are included under 2350. 
Subclass 2400 includes expenditures for heat, light, power and water 
when furnished by private concerns or by government owned utilities 
for whose services a charge is made. Subclass 2500 embraces ex- 
penditures for repairs where both labor and parts or materials are 
included. When repairs are made by government forces, the ex- 
penditures for parts or materials are included under commodities. 
If the repairs or alterations are of such a nature as to add materially 
to the value of equipment or structures, thus increasing the capital 
assets of the government, the expenditures for them should be classi- 
fied under properties. Expenditures for janitorial, cleaning, waste 
removal, towel and bottled water service, and other similar con- 
tractual services are placed under subclass 2600. 

Class 3000 comprehends all commodities, commonly referred to 

^ The classification of the national governnient has three headings: communica- 
tion service, travel expenses (transportation of persons), and transportation of 
things. 
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as supplies and materials ; in other words, “things consumed or 
converted when used.” Many classifications separate supplies from 
materials, placing them in independent major groups. For budget- 
ing purposes, this arrangement is an unnecessary refinement. Be- 
sides, it adds to confusion in classifying a number of commodities 
which may belong in either category depending upon their use. 
Lime, for example, if used in construction is a material, but when 
spread on farm land is a supply. It seems more desirable to place 
both supplies and materials under the same general class, making 
an approximate distinction between the two by the use of subclasses. 
This has been done in the proposed classification. Subclass 3100 
includes those commodities commonly known as supplies. The 
divisions of this subclass, the titles of which follow object designa- 
tions rather than purpose or use, indicate the range covered by 
supplies. Office supplies are included under 3110. Food products 
comprehend all provisions for persons, while forage covers foods for 
animals. Fuels include coal, wood, petroleum, and so forth. Gaso- 
line, other petroleum distillates, and oils for use in motor vehicles 
are included under 3150. The scope of the other divisions are 
indicated by their titles. If supplies for drafting and photographic 
purposes are used by the government in any appreciable quantity, 
it may be desirable to set up divisions for these. Otherwise they 
may be included as office supplies. They may, however, be set up 
as a separate subclass. Repair parts for equipment are included 
under supplies. Subclass 3200 includes expenditures for all mate- 
rials which are not allocated to supplies, equipment, or structures at 
the time of purchase.. The cost of materials bought for specific 
construction projects appears under buildings and improvements, 
subclass 6200. Materials used for repair purposes and by govern- 
ment forces in construction work are included under subclass 3200. 
As in the case of supplies, the divisions under materials follow object 
designations. The titles indicate the scope of each division. 

Class 4000, current charges, covers in general those expenditures 
which may be contracted annually by the governmental authorities. 
Of course, this is not exactly true of refunds, awards, and indemni- 
ties. Refunds, due to overpayments in error, are sometimes made 
during the budget period by the treasury official as a matter of 
routine, without action by the budget making authority. They are 
then merely treasury operations and do not appear in the budget. 
However, refunds appear in the budget in the national government 
and some of the state and local governments, since specific legislative 
authorization is required in order that the treasurer may pay back 
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moneys erroneously collected for taxes and so forth. When refunds 
are made as a result of court orders, they are almost invariably made 
payable at once, whether the current budget contains an appropria- 
tion for the purpose or not. They, therefore, become a charge 
against surplus, if a surplus exists, or create a deficit which must 
be provided for in the next budget. The issuance of court orders, 
in the case of refunds, generally allows the budget making authority 
no choice either as“to the time of payment or as to the amount to be 
paid. This procedure may, therefore, result in throwing out of 
balance a budget which is otherwise carefully drawn; the budget 
making authority can only arrange in future budgets to take care 
of a deficit thus created in the current budget. Awards for personal 
injury due to some public activity or neglect may also be charges 
against current revenues, since they are frequently made payable by 
court mandate before the actual appropriation to meet them can be 
made. Awards for damages or for land takings occur, as a rule, 
only in connection with local improvement budgets. If the takings 
or damages are incident to street openings and widenings, they are 
in many jurisdictions exactly balanced by the special assessments 
levied on a benefit district within which the awards are made. In- 
demnities in state and local governments usually arise from the 
abrogation of contracts ; however, they seldom occur. 

Class 5000, current obligations, comprises fixed charges resulting 
from financial transactions, agreements, or contracts previously 
entered into by government authorities. Expenditures under this 
class are binding upon the government; they must be provided for 
annually in the budget. For example, interest must be paid on the 
outstanding indebtedness, if the credit of the government is to be 
maintained. The other subclasses are all more or less obligatory 
in their nature. 

Properties, class 6000, include expenditures for land, buildings, 
fixed improvements, either structural or nonstructural, and all equip- 
ment which has an appreciable and calculable period of usefulness. 
Subclasses 6100, 6200 and 6300 are frequently set up as main 
classes. Of course this can be done, but it is unnecessary for pur- 
poses of adequate classification. Equipment, when placed in a sepa- 
rate class, has been defined as those '‘things which can be used over 
and over again without a material change in or an appreciable 
impairment of their physical condition.” This definition applies 
equally well to structures and land. It is, therefore, a distinction 
without a difference. A real difference, however, lies in the fact 
that land and structures — structures generally speaking— are fixed 
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while equipment is movable. But this fact has no significance for 
purposes of classification. Equipment, structures, and land, as we 
stated above, have all been put in the category of ^'things not con- 
sumed or converted when used.^' They belong in the same general 
class, since they all add to the capital assets of the government 

Considerable argument has arisen over the question as to where 
the line should be drawn between equipment and supplies. It now 
seems fairly well agreed that the term equipment, as we have stated 
above, should be applied only to those things which have an appre- 
ciable and calculable period of usefulness. The minimum period 
of service for any piece of equipment has been more or less arbi- 
trarily fixed at one year. Of course, the useful life of any equipment 
depends upon how it is handled and the care that is taken of it. A 
typewriter, for example, may be completely worn out within a year 
if used continually day after day, or if used only at intervals it may 
last several years. In one case, it is a supply; in the other, it may 
be regarded as equipment. Hand tools, particularly those that are 
easily worn out or lost, are often classified as supplies. However, 
these are included in the proposed classification as equipment. The 
divisions of subclass 6100 follow object designations, the titles being 
self-explanatory. Motor vehicles are separated from other vehicles, 
because of the increasing size of governmental expenditures for auto- 
mobiles and trucks. Subclass 6200 includes all buildings and im- 
provements, as indicated by the division headings. Not all of these 
are structural; some of them are nonstructural, such as fills, terraces, 
grades, and horticultural improvements. Subclass 6300 includes not 
only land but also leaseholds, easements, and water rights. 

Class 7000, debt payments, covers all expenditures made by the 
government for the retirement of serial bonds or for installments 
to sinking funds which are used at some future time to redeem term 
bonds. In the latter case the money is budgeted when it goes into 
rather than when it is paid out of the sinking funds. 

This classification can be readily expanded or contracted to suit 
the accounting and budgeting requirements of any state or local 
government. In doing so, however, the seven main classes should 
not be changed. Of course, the seventh class will only appear under 
the organization unit which has charge of debt retirement. For the 
other operating units of the government, the main classes will there- 
fore not exceed six. In most cases there will be no necessity of 
making any changes in the subclasses ; these are general enough to 
stand without alteration. The divisions under the subclasses may 
be modified as local conditions seem to require. The divisions are 
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not intended to be rigidly followed. Subdivisions may be made 
under each division extending down to the individual object or 
thing procured by the government.^ 

The numbers prefixed to each item of the classification merely 
represent a convenient type of code. The code is, in brief, a short- 
hand method by which the financial officers or employees of the 
government may make entries in the most abbreviated form on 
requisitions, orders, invoices, and vouchers which, when carried into 
the accounts, will enable them with the minimum of time and effort 
to collect the expenditure data in an orderly and uniform manner — 
that is, according to the classification. The code is indispensable if 
the information is assembled through the use of punch cards which 
are sorted and tabulated either by the Hollerith or Powers machines. 
Italicised code numbers precede those items which should appear 
in the columnar captions in the event the expenditure analysis is 
made through the medium of ledger or special cost sheets. Those 
code numbers which are not italicised serve only as group headings 
in the classification. Any one of the code numbers, although sepa- 
rated from all the others, indicates clearly the class, subclass, and 
division to which the item belongs. For example, 3125 might rep- 
resent meat. The first digit to the left indicates the class, the next 
one the subclass, the third one the division, and the fourth one the 
object. The department to which the expenditure belongs may be 
indicated by placing one, two, or three capital letters before the num- 
bers. The letter H might, for example, represent the health depart- 
ment and the letters HV the vital statistics division of this 
department, then stationery for the division would be coded thus : 
HV3110. If the punch card system is used in making the expendi- 
ture analysis, it will be necessary to convert the letter symbols into 
numbers. In this case, 25 might be selected to represent the vital 
statistics division of the health department; the code for stationery 
for the division would then appear as follows : 25.3110 or 25/3110. 

^ The adaptability of this classification is illustrated by its use for budgetary and 
accounting purposes in Cincinnati, a manager governed city of over 400,000 popu- 
lation. The application was made by the staff of the Cincinnati Bureau of Munic- 
ipal Research under the direction of John B. Blandford, Jr. Some additions, 
mainly with respect to repairs and repair parts, were made to the subclasses, 
as will be seen by an examination of the Cincinnati classification which is repro- 
duced in Appendix IV, Interest was shifted from the 5000 to the 7000 class on 
the assumption that it was desirable to show the total debt service under the 
latter class. The stand was also taken that equipment should include only those 
things with a life of five years or more. An alphabetical index of about 5,000 
objects bought by the city government, each properly coded, was worked out and 
appended to the classification* See pamphlet entitled ‘^Budgetary Codes of the 
City of Cincinnati,” January I, 1929'. 
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The fund from which the expenditure is made may also be indicated 
by adding a letter or a number to the code, thus : 25/31 los or 25/ 
31 10/4. This code, without further additions, also shows the char- 
acter of the expenditure, so that we have four types of classification 
indicated, namely, organization units, character, objects, and funds. 

Classification by Character . — ^The classification of expenditures 
by character has as its basis a time element. Those expenditures that 
relate entirely to the present period are termed '‘current expenses”; 
those that grow out of obligations entered into during some past 
period are regarded as "fixed charges”; and those from which 
service or benefit accrues to the future period are designated as 
"capital outlays.” But these distinctions are not consistently fol- 
lowed in practice. The "fixed charges” group is often absorbed by 
the other two. The "current expenses” group frequently includes 
those expenditures growing out of past commitments which are 
nonasset producing, that is, do not result in the acquisition of prop- 
erty. The "capital outlays” group is extended to cover not only 
land, structures, and major equipment, but also the redemption of 
long term bonded indebtedness. This arrangement of governmental 
expenditures into two groups, current expenses and capital outlays, 
lends a somewhat different aspect to the character classification ; it 
emphasizes the nature of the things purchased — ^whether temporary 
or lasting — in addition to the time element. Although several state 
and city governments use these two groups in separating their 
expenditures according to the character classification, there are cer- 
tain difficulties involved in any such arrangement. The placing of 
debt redemption under the capital outlays group assumes that all 
long term bonds have been issued for capital- improvements, which 
is not always the case. If debt retirement is eliminated from this 
group, as some governments have done, then the term "capital out- 
lays” is narrowed down to the acquisition of property. In any case, 
the two-group method of classifying expenditures according to char- 
acter seems rather vague and unsatisfactory; the three-group method 
on the time basis is also objectionable. 

A better method of classification, it appears, for budgeting pur- 
poses is the use of four main character groups, namely, (i) current 
expenses, (2) fixed charges, (3) acquisition of property, and (4) 
redemption of debt. The first group, current expenses, includes 
those expenditures for administration, operation, and maintenance. 
Administration covers only the expenses of overhead or direction, 
while operation comprises all the direct costs of rendering public 
service, such as the cost of labor, supplies, and materials. It is not 
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easy to distribute expenditures between administration and opera- 
tion; in fact, the division must be somewhat arbitrarily made since 
there are numerous items of expense which might be classed as 
chargeable to either one. Maintenance, when used in this sense, 
covers only upkeep of property, that is, what might be termed current 
repairs. If used in a broader sense, it also includes replacements, or 
the expenditures required to keep depreciating property intact and 
fit for service. The current expenses group therefore includes all 
costs of the day-to-day operation of the government. These costs 
are to a considerable degree discretionary or optional with the gov- 
ernmental authorities. It is in this respect that the current expenses 
group differs from the fixed charges group. Fixed charges are 
largely mandatory ; they arise from obligations, agreements, or con- 
tracts entered into by the governmental authorities of prior years. 
They include interest, pensions, retirements, grants, subsidies, and 
taxes. The third group, acquisition of property, comprehends all 
expenditures which increase the capital assets of the government, 
that is, for major equipment, buildings and improvements, and land 
and interests in land. The fourth group covers only expenditures 
for the redemption of debt, either by the direct retirement of serial 
bonds or by payments into sinking funds for the ultimate retirement 
of term bonds. This group is related to fixed charges in that it 
grows out of contract relations entered into during some previous 
period, but the retirement of bonds from current revenues is not 
obligatory in the same sense that the payment of interest is. Bonds 
may be refunded at maturity rather than redeemed, but interest 
should be paid when due from current revenues if the government 
is to maintain its credit unimpaired. 

The foregoing character groups fit readily into the proposed 
classification of expenditures by objects, which we previously out- 
lined. The first four main classes, namely, services — personal, 
services — contractual, commodities, and current charges, are in- 
cluded under current expenses. The last three classes, that is, current 
obligations, properties, and debt payments, correspond respectively 
to fixed charges, acquisition of property, and redemption of debt 
under the character classification. One has only to bear this in mind 
in superimposing the character classification on the other one. 

After all, one of the main purposes of the character classification 
in budgeting is to serve as a kind of index to the method which 
should be employed in financing the various expenditures of the 
government. The expenditures included under the first two charac- 
ter groups should ordinarily be met out of current revenues ; they 
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should not be met through payment from bond moneys if a sound 
fiscal policy is to be maintained by the government. Expenditures 
belonging to the third group may be met from current revenues, or 
from bond moneys. The extent to which either of these general 
means may be used, either separately or in combination, in acquiring 
properties for the government is a matter of policy.^ Special assess- 
ments are in general permissible as a method of financing public 
improvements, where such improvements confer a benefit on pri- 
vately owned properties. The expenditures included under the® last 
character group are commonly met out of current revenues. Some- 
times, however, bonds are refunded at maturity rather than re- 
deemed, but this procedure merely increases the debt burden of the 
government. 

Classification of Funds . — In a broad sense, funds may be classi- 
fied according to: (i) ownership, (2) authority for establishment, 
(3) availability for expenditure, and (4) sources of increment.^ 
So far as ownership is concerned, funds may be either public or 
private. The government is the owner of public funds; they are 
used only for public purposes. Private funds are merely held by 
the government as an agent and are either used for private purposes 
or returned to their owners. They consist of receipts from such 
sources as the following: deposits to guarantee fulfillment of con- 
tracts with the government; cash received for safekeeping from 
prisoners or inmates of governmental institutions; and cash found 
on deceased persons. While the government may hold private funds 
in trust or custody, it cannot appropriate them for public purposes. 
Hence, in budgeting, we are concerned only with those funds of 
public ownership. 

Taking into account, then, simply those funds which are avail- 
able for appropriation, the process of budget making may be affected 
by the source of the authority which establishes a fund, by the 
restrictions placed on its use, and by the income from which it is 
built up. The last named consideration makes any fund classifica- 
tion which may be adopted for budget making purposes of impor- 
tance not alone from the standpoint of expenditures, but also from 
that of income. 

The practice of some local governments in treating the words 
''fund’' and "appropriation” as synonymous is without justification. 
An appropriation is an authorization to expend money for a specific 

^See above, pp. 159-166 for further discussion on this point. 

^ See Francis Oakey, Principles of Government Accounting and Reporting, 1921, 

pp. 19 ff- 
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purpose in the carrying out of the budget.^ The budget making 
authority is usually allowed considerable discretion in the deter- 
mination of appropriations ; and it may exercise wide powers over 
their expenditure. A real fund, on the other hand, may have an 
existence quite independent of the budget. In some cases, the 
authority for it rests on a definite constitutional, statutory, or charter 
provision which often antedates the adoption of comprehensive budg- 
eting, and over which the budget maker has no control. In other 
cases, it is the outgrowth of an express or implied contact with an 
individual or with another governmental unit. Whether based on 
enactment or on contract, funds of the most extreme type dedicate 
certain receipts in their entirety to specific purposes, without regard 
either to the amounts that may become available for expenditure, or 
to the expenditure needs. Their existence tends, therefore, both to 
complicate the accounting system and to hamper financial planning. 

Both the availability of public funds for expenditure and the 
sources of increment of these funds vitally concern the process of 
budgeting. The availability of such funds is particularly related 
to the expenditure side of the budget, while the sources from which 
they are derived pertain especially to the income side. The latter 
is discussed below under the classification of income by funds. 

From the standpoint of availability, public funds fall into four 
general groups, viz., (i) expendable funds, (2) working capital 
funds, (3) endowment funds, and (4) suspense funds. For ac- 
counting and budgeting purposes, it is desirable to divide the ex- 
pendable funds into at least three classes, namely, the general fund, 
special expendable funds, and sinking funds. Each of these classes 
has certain distinguishing characteristics. 

The general fund is usually expendable for any purpose to which 
the legislative body may appropriate it. In other words, it is the 
one fund of the government that is, in a broad sense, unrestricted as 
to expenditure, that can be budgeted freely, and that can be drawm 
upon to replenish other funds. In most governmental units, the 
bulk of public income goes into this fund. Restrictions on 
the general fund are usually imposed from the revenue side in the 
form, for example, of tax limits. Limitations of this type curtail the 
size rather than the purposes for which it may be used. 

The special expendable funds include expense funds of various 
kinds, capital funds (bond or loan funds), local improvement funds 
(special assessment funds), and pension funds. These funds, often 
referred to as ''special funds,” are all more or less restricted as to 
above, p. 115. 
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how they may be used. They are usually established to cover a 
specific expenditure or class of expenditures. The restrictions sur- 
rounding each of these funds must be clearly kept in mind when the 
budget is being prepared. Many state and local governments provide 
'‘special mill levies’" to support various enterprises ; these levies neces- 
sarily constitute special expendable funds.^ 

From one point of view, sinking funds appear to be simply special 
expendable funds, because they are available for expenditure only in 
the retirement of bonds. As a matter of fact, there is ample warrant 
both in theory and in practice for treating them as private funds, 
held in trust to meet deferred obligations to bondholders. For that 
reason, their custody, control, and expenditure in some governmental 
units is vested in a sinking fund commission quite independent of 
the government proper. Since the most common source of increment 
to sinking funds is through appropriations from the general fund — 
although special mill levies and miscellaneous revenues sometimes 
supplement this source — ^the budget making authority is concerned 
only with seeing that periodical appropriations are made to the sink- 
ing funds, sufficient to accumulate with the earnings of the funds 
themselves an amount equal to the deferred obligations when they 
mature. 

Working capital funds, often called ‘devolving funds,” are com- 
monly used in financing institutional or manufacturing enterprises. 
They are usually replenished from receipts taken in from the sales 
of services or commodities, or by transfers from other funds through 
appropriations, the idea being to maintain the capital unimpaired. 
There is some difference of opinion as to whether the transactions 
growing out of the operations of working capital funds should enter 
directly into the general budget of the government or should be set 
forth in the accounts merely as treasury transactions under each 
such fund, only the surplus or deficit of each fund in any way 
affecting the general budget.^ 

Endowment funds are usually constituted through gifts or appro- 
priations. The principal or capital of each endowment fund must 
remain intact; only the earnings from the investment of it are ex- 
pendable. It is this peculiar feature that .places these funds in a 
distinct class. As compared with other public funds, endowment 
funds are few and of small importance. 

Suspense funds include certain undistributed receipts in the public 
treasury. These receipts cannot be expended until they are trails- 

^ See above, pp. 1 19- 12 1 as to the effect of such levies on budgeting. 

^ See above, pp. 46-47. 
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f erred to other funds at which time they lose the characteristic of 
''suspense/' Moneys held in suspense funds are therefore in a 
transitory state or condition; they do not figure in the budget except 
as a possible item of surplus. 

A general classification of public funds for budgeting purposes on 
the basis of availability for expenditure may be arranged as follows : 

1 General fund 

2 Special expendable funds 

21 Expense funds 

22 Capital funds 

23 Local improvement funds 

24 Pension funds 

25 Other expendable funds 

3 Sinking funds 

4 Working capital funds 

5 Endowment funds 

We have already indicated that it is desirable both from the 
standpoint of budgeting and accounting to have only a limited num- 
ber of funds. This applies particularly to the special expendable 
class of funds. Some state governments have literally scores of 
such funds; local governments, notably cities and counties, often 
have several of them. The special expense group, 21, contains by 
far the largest number of these funds. In nearly every case, this 
entire group, as well as group 25, can with advantage be wiped out 
and the resources turned into the general fund. Capital or loan 
funds are usually necessary, if moneys from bond issues are to be 
accounted for separately from other treasury resources. In this way 
the government authorities may be certain that these moneys are 
not expended for purposes other than those for which the bonds were 
issued. Much the same situation maintains in the case of local 
improvement funds, particularly where special assessments are used 
as a means of financing these improvements. Where moneys are 
contributed for the retirement of government employees, the usual 
practice is to set up pension funds. We have already indicated the 
reasons for maintaining sinking funds, working capital funds, and 
endowment funds. 

Relation of the Different Bases of Expenditure Classification , — • 
We have already shown how the five bases of expenditure classifica- 
tion are more or less related to each other. There is a close parallel 
between organization units and functions, provided the governmental 
structure has been laid out along functional lines. The character 
classification can be readily superimposed on the object groupings. 
These classifications^ either separately or in combination, may be 
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related to fuiictions or organization units. The fund classification 
may also be shown under functions or organization units. 

For the purposes of reporting financial information, the different 
bases of expenditure classification may be used individually or in 
combination. It is merely a question of producing significant in- 
formation. The classifications should be used only in so far as they 
aid in doing this ; they should never be employed to the point of 
obscuring the facts or of yielding inconsequential figures. From 
the standpoint of budgeting, particularly in the preparation of de- 
partmental estimates, it is advisable to use a combination of the 
expenditure classifications so as to exhibit the information to the 
best advantage. In order to fix responsibility for expenditure, it 
seems necessary to make the classification by organization units the 
primary one. Having done so, its relation to the functional classi- 
fication can be expressed in the following manner : 

I. Organization unit (major function) 

( I ) Department 

2. Suborganization unit (minor or subordinate function) 

(2) Bureau or division 

3. Working unit (activity) 

(3) Section, squad, gang, or small plant 

The expenditure estimates for the budget are set up on the basis 
of the organization and suborganization units, that is, the depart- 
ments, bureaus and divisions. The working units are employed 
only in making cost analyses, which may be used to supplement the 
other expenditure data. The minor or subordinate functions, in 
addition to being the foundation for departmental structure, are use- 
ful as a guide in setting up operative divisions for the assembling of 
cost figures.^ 

In presenting the expenditure information under each organiza- 
tion unit, it should be arranged by both the character and the object 
classifications. We have already indicated how the character classi- 
fication is related to the other one. The following outline is a 
composite arrangement of these two classifications. 

I. Current expenses 

1000 Services — personal 
2000 Services — contractual 
3000 Commodities 
4000 Current charges 

11 . Fixed charges 

5000 Current obligations 

III. Acquisition of property 

^ See below, pp. 528-529. 
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6000 Properties 
IV. Redemption of debt 

7000 Debt payments 

It is desirable to indicate in connection with the estimates for 
each organization unit the fund or funds from which the expendi- 
tures are to be made. This can be done on the summary estimate 
form. Each fund should be specified and the amount payable from 
it given. The total by funds should aggregate the total for the or- 
ganization unit. In summarizing the funds on the budget schedules, 
they should be shown according to the five general classes which we 
have outlined in a preceding section of this chapter. 

Some have questioned the feasibility of attempting to secure ex- 
penditure information according to all the foregoing bases of classi- 
fication. It is, however, not only possible but desirable. No matter 
what the system of accounting may be, the government must keep a 
record of expenditures by funds and by appropriation items. Where 
the appropriations are made to organization units, it is an easy 
matter to show the expenditures by such units. Beyond this, the 
information needs only to be classified by character and by objects, 
and perhaps, where practicable, by subfunction and activity. In 
small governments such classification can be made without any diffi- 
culty by the use of analysis sheets on which the expenditures are 
distributed at the time the bills are paid. In large governments, it is 
advantageous to use the tabulating machine method. By this method, 
the expenditure information is coded, as we. have explained above, 
and punched on cards, which are sorted and tabulated by two special 
machines, the one being the complement of the other. Standard 
types of these machines are the Hollerith and the Powers, the prin- 
cipal difference between the two designs being that the former 
operates by electrical contacts made through the holes punched in 
the cards while the latter operates by mechanical contacts. The 
expenditure information can be quickly and accurately brought 
together either in summary or detailed form by this method. 

Classification of Income. — ^For the purpose of this discussion in- 
come may be defined as all those resources which public authorities 
are empowered to expend for governmental purposes, with the excep- 
tion of temporary loans incurred in anticipation of the collection of 
taxes or special assessments. The term income is not commonly used 
in this sense in American governments, although it is generally so 
used in British municipalities. Private businesses in America, how- 
ever, employ the term. The United States Bureau of the Census 
in compiling the financial statistics of cities and states deliberately 
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avoids the use of income and as a substitute therefor employs two 
terms, revenue and nonrevenue. It is highly desirable, it seems, 
to use a single term, which may be set opposite outgo or expenditures 
in budgetary and other financial statements. Whether or not this 
term should be income is another thing; but at the present time no 
better word suggests itself. The term ''receipts,’’ which is often 
employed as the counterpart of expenditures, is unsatisfactory since 
it comprehends all treasury collections regardless of the ownership 
of the moneys. 

Governmental income is commonly classified from three stand- 
points: (i) sources from which derived; (2) organization units 
producing it, or collecting agencies; and (3) funds to which it is 
credited. These are discussed below in the order named. 

Classification by Sources , — The proper classification of income 
by sources furnishes information of primary value in budgeting and 
in the administration of finances. Such classification indicates the 
moneys available for meeting certain types of expenditures; it is 
analogous in a way to the expenditure classification by character. 
While sources of increment to income were mentioned above under 
the general discussion of funds, classification by these sources was 
not taken up there because it applies to the income side of the budget. 

Until very recently the national government has been without 
a satisfactory classification of its income by sources. The Bureau 
of the Budget made a grouping of the federal income for inclusion 
in the national budget, but this was little more than a makeshift. 
On June 27, 1928, the Comptroller General promulgated a classi- 
fication of "receipts” for use by the various departments and agen- 
cies of the national government. This classification became effective 
on July I, 1928. It divides the receipts of the government into two 
major groups ; revenue and nonrevenue. Each of these is divided 
into a number of classes with code numbers assigned. Under each 
class are subclasses and items. In the aggregate, these subclasses 
and items literally run into the hundreds, more than forty type- 
written pages being required to exhibit the complete classification. 
An index of the various items is appended as an aid to the different 
departmental accounting officers in coding the receipts. The outline 
of this ciassification is as follows : 

I. Revenue 

I Customs receipts 
100 Internal revenue receipts 
900 Miscellaneous taxes 
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1000 

Interest, exchange and dividends 


2000 

Fines and penalties 


3000 

Fees 


3800 

Forfeitures 


4000 

Assessments 


4200 

Reimbursements 


4800 

Gifts and contributions 


5000 

Sales of government property — products 


5500 

Sales of services 


6000 

Rents and royalties 


6200 

Permits, privileges and licenses 


6300 

Mant receipts 


6400 

Forest reserve fund 


6500 

Panama Canal receipts 


II. Nonrevenue 


7000 

Realization upon assets 


8000 

Trust fund receipts 


9000 

District of Columbia receipts 


10000 

Public debt receipts 



Receipts credited direct to appropriations 


The foregoing 

revenue group is defined as ^‘consisting 

of all 

receipts from the usual and ordinary governmental income sources”; 

the nonrevenue 

group as ‘‘comprising receipts from all 

Other 


sources,’’ The arrangement of the classes of revenue seems to be 
largely in the order of the importance of the sources rather than 
according to any scheme of similarity. The class titles, in most 
cases, indicate the general nature of the receipts which are included 
under them. The 4200 class, reimbursements, is largely made up of 
receipts from the sales of services and commodities and therefore is 
related to the 5000 and 5500 classes. The 6300 class, mint receipts, 
consists mainly of charges on bullion deposits, proceeds of surplus 
bullion recovered, and seigniorage on coinage. The forest reserve 
fund, class 6400, is composed of special receipts most of which are 
set aside in dedicated funds. The Panama Canal receipts, class 
6500, includes the return of construction costs, the interest thereon, 
and the sale of certain equipment. The nonrevenue receipts consist 
of (i) sales of capital assets and returns of loans, (2) funds re- 
ceived by the government as trustee or agent, (3) moneys belonging 
to the District of Columbia, (4) borrowings, and (5) repayments 
to appropriations. 

The District of Columbia receipts, class 9000 as noted above, are 
divided into a number of subclasses which are of interest in this 
connection, since the District, although under the jurisdiction of 
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Congress, is analogous to a municipality. These subclasses are as 
follows : 

9000 Taxes 
9100 Interest 
9200 Fees 
9250 Permits 
9300 Licenses 
9320 Fines 

9400 Sale of products and services 
9500 Rents 
9550 Reimbursements 
9570 Forfeitures 

9590 Discount and purchase rebates 
9600 Assessments (special) 

9700 Borrowings 

9800 Realization upon assets 

9900 Trust fund receipts 

Not many attempts have yet been made to devise a uniform classi- 
fication of income based on sources for either state or local govern- 
ments. One of the most notable attempts in this direction is that 
of the United States Bureau of the Census. This is the classification 
used in compiling the financial statistics of states and cities. The 
income — rather the receipts, if we use the terminology of the Bu- 
reau — of state and, city governments is divided into two major 
groups, namely, revenue and nonrevenue. Revenue is defined by 
the Bureau as the ^‘amounts of moneys or other wealth received by 
or placed to the credit of the state (or city) governments for govern- 
mental purposes, under such conditions that they increase the assets 
without increasing the debt liabilities or decrease the debt liabilities 
without decreasing the assets.” All other receipts are regarded as 
nonrevenue. Revenue is divided into the following classes: (i) 
general property tax, (2) special taxes, (3) poll taxes, (4) business 
taxes, (5) nonbusiness license taxes, (6) special assessments, and 
special charges for outlays, (7) fines and forfeits, (8) escheats, (9) 
subventions and grants, (10) donations, (ii) pension assessments, 
(12) highway privileges, (13) rents of investment properties, (14) 
interest, and (15) public service enterprises. 

A classification of income by sources, recently adopted by the 
Territory of Hawaii, resembles somewhat the groupings of the 
Census Bureau.^ The main headings of this classification are as 
follows : 

^ Published in a pamphlet entitled, ^‘Qassification of Sources of Income for De- 
partments and Establishments of the Government of the Territory of Hawaii,” 
Commission on Public Accountancy, Bulletin No. 2, November 14, 1924. 
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1000 Revenues 

1 010 General property taxes 

1020 Special taxes (utility, inheritance, income, etc.) 

1030 Poll taxes 

1040 Business taxes and licenses (insurance, corporation, etc.) 
1050 Nonbusiness license taxes (general licenses, permits, etc.) 
1060 Fees 

1070 Fines, penalties, forfeits and escheats 
1080 Subventions and grants from United States 
1090 Subventions and grants from city and county governments 
1100 Donations and gifts from private persons and corporations 
mo Rents (and leases) 

1120 Interest, premium and discount 
1130 Sales of public lands 
1140 Sales of commodities 
1150 Sales of services 

1160 Assessments (pension, improvement, etc.) 

1190 Special and miscellaneous revenues (conscience money, tui« 
tion, fair receipts, suspense items, etc.) 

2600 Nonrevenue Receipts 

2010 Receipts which increase indebtedness (debt, outstanding war- 
rants, judgments, etc.) 

2020 Repayments of investments and offsets to outlay payments 
2090 Special and miscellaneous nonrevenue receipts (duplicate 
taxes, overpayments, sinking fund installments, etc.) 

Rather than to use a negative term, like nonrevenue, it seems 
preferable to name those elements of governmental income w^hich 
may not be regarded as revenue, such as borrowings, and receipts 
from the sales of capital assets. The foregoing classification includes 
under nonrevenue receipts certain things which are largely treasury 
transactions, namely, investments, transfers, refunds, and advances. 
Even so, the Hawaiian classification is a real attempt to outline a 
consistent grouping of the territory's income. 

This is more than can be said for our state governments : the 
majority of states have nothing that even remotely approaches a 
classification of income by sources ; a few states arrange their rev- 
enues according to certain general headings, but these are illogical 
in most instances and are not uniformly applied. Much the same 
situation exists in our local governments. The only income classi- 
fication which is at all uniformly applied, and this solely for statis- 
tical purposes, is the classification of the Census Bureau which we 
have noted above. 

The writer presents below a classification of income by sources 
which can be applied uniformly by state and loOal governments both 
for accounting and budgeting purposes. This classification is the 
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outgrowth of an earlier one prepared by the writer, which in turn 
was based upon an analysis of governmental income prepared under 
the supervision of the New York Bureau of Municipal Research 
about 1915. The original classification was largely the work of 
Francis Oakey, who was at that time a member of the Bureau’s 
staff.^ 

INCOME CLASSIFICATION BY SOURCES 
1000 Revenues 

1100 Taxes 

mo General property (specify) 

1120 Poll 

1130 Income 

1140 Business (specify) 

1150 Inheritance 
1160 Other taxes 

1200 Rights and Privileges 
1210 Licenses 

12 1 1 Motor (specify) 

1212 Business (specify) 

1213 Professional (specify) 

1214 Miscellaneous (specify) 

1220 Permits (specify) 

1230 Franchises (specify utility) 

1240 Concessions (specify) 

1250 Rents (specify) 

1260 Royalties (specify) 

1300 Services and Sales 
1310 Fees 

13 1 1 Legal services 

1312 Inspectional services 

1313 Technical services 

1314 Miscellaneous (specify) 

1320 Sales of services and commodities (specify) 

1400 Interest and Premiums 

1410 Interest (specify) 

1420 Premiums (under certain conditions) 

1430 Discount 

1500 Fines and Forfeitures 
1510 Fines 
1520 Forfeitures 
1530 Penalties 

U^ This classification was published some time later in Mr. Principles 

of Government Accounting and Reporting, (1921), pp. 282-313. The writer pub- 
lished a rearrangement and condensation of the foregoing classification in his 
Budget Making, (1921), pp. 64-65; a further revision was published in Municipal 
Finance, iig26), ’p. 72, 
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1600 Grants and Donations 

1610 Grants and subdivisions 
1620 Donations and gifts 

1700 Pension Assessments 
1800 Special Assessments 
1900 Escheats (state governments only) 

2000 Borrowings 

3000 Sales of Properties (Capital Assets) 

An understanding of the foregoing classification requires some 
explanation of its main classes and subclasses. Revenues, as here 
used, consist of the moneys coming into the public treasury under 
such conditions as to increase the current assets of the government 
without increasing its current liabilities, or without decreasing its 
capital assets. Thus money secured through borrowings or through 
the sales of properties are excluded. Unlike borrowings, revenues 
are increments to surplus which are expendable for the general pur- 
poses of the government, subject of course to whatever fund restric- 
tions may exist. Borrowings are receipts derived from the sale of 
long term bonds ; they increase the debt liabilities of the government. 
Temporary loans and special assessment bonds are not included in 
this class. The proceeds from the sales of properties — ^lands, build- 
ings, and major equipment — may not be regarded as revenues, since 
capital assets are decreased by such sales. However, if the govern- 
ment follows the policy of providing for the acquisition of all prop- 
erties out of revenues as a part of current expense, there is no 
apparent reason why proceeds from the sales of such properties 
should not be used for the same purposes as revenues.^ The national 
and state governments usually mingle the receipts from the sale of 
public domain with their revenues. Moneys obtained from excess 
condemnation proceedings over and above the cost of acquiring the 
property may be regarded as revenue. 

While the subdivisions under several of the classes of revenues 
indicate to a certain extent the scope of these classes, some further 
definition is necessary. Taxes are, in general, compulsory contribu- 
tions to the support of the government which are levied at regular 
intervals upon persons, properties, and businesses. The second 
class— rights and privileges— is not so easily defined; it includes 
all moneys derived from licenses, permits, franchises, concessions, 
rents, and royalties. The difference between licenses and permits is 
one largely of degree; a license allows the exercise of certain 

^ See above, p. 163 for discussion of the use that should be made of such moneys. 
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tinuing acts or rights, while a permit allows the exercise of certain 
temporary or specific acts or rights. Franchises are privileges that 
allow the continuing use of property, such as city streets, and include 
the element of regulation. Concessions are privileges granted with 
respect to special rights or conditions that arise out of the use of 
public property and differ from licenses and permits in that they have 
a monopolistic value. Rents are the monetary returns from the use 
or possession of lands, buildings and equipment belonging to the 
government. Royalties represent a percentage of the proceeds paid 
to the government by individuals permitted to develop, use, or op- 
erate any property or right belonging to it. The third class of 
revenues — services and sales — includes fees and proceeds from the 
sales of services and commodities. Fees represent payment for 
various services, usually of a minor nature, rendered to private per- 
sons by the government. The proceeds derived from governmental 
operations of a commercial nature are included under sales of serv- 
ices and commodities. The fourth class — interest and premiums — 
represents revenue derived from the use of money and credit. Inter- 
est, as everyone knows, is the charge made for the use of money. 
Premiums arise when government bonds are sold above par, but 
receipts from this source should not be regarded as revenue expend- 
able for general purposes since they are essentially a part of the 
loan.^ Discount arises when the government purchases bonds or 
exchange below par. The fifth class — fines and forfeitures — repre- 
sents compulsory payments which are imposed for statutory offenses 
and for neglect of official duty. Forfeitures represent the confisca- 
tion by the government of deposits held in trust for the purpose of 
enforcing contracts or of compensating against damages or losses. 
Penalties are related to both fines and forfeitures and in many cases 
are indistinguishable. They usually arise out of failure to meet 
certain legal requirements within a specified period, such as the 
payment of taxes. Grants and donations, class six of revenues, 
represent contributions to the government, grants and subventions 
being contributions on the part of a superior government and dona- 
tions and gifts being contributions on the part of private individuals 
or concerns. Class seven, pension assessments, represents assess- 
ments levied against government employees under a contributory pen- 
sion system. Special assessments, class eight of revenues, are levied 
mainly by city governments on property adjacent to or in the vicinity 
of improvements to finance all or part of the cost of these im- 
provements. Such assessments are sometimes levied to meet the cost 
^ See Municipal Finance, hy A. E. Buck and others, 1926, pp. 492-495. 
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of certain governmental services. The general assumption is that bene- 
fit accrues from the improvements or services to the property upon 
which the special assessments are levied, thus enhancing the value of 
the property, at least, to the amount of the assessments. It has been 
argued that special assessments are not revenues, because ''they 
represent the recovery of particular expenditures.” ^ Since special 
assessments are being employed to an increasing extent, especially 
by city governments, in financing certain improvements and services, 
they may be regarded as supplementing the general property tax. 
There is an increasing tendency in the local governments where 
tax limits exist to transfer certain governmental costs from the gen- 
eral tax levy to special assessments. In this way special assessments 
give these governments some leeway in meeting their growing de- 
mands when their general tax rate has reached the upper limit. 
Under such circumstances, it seems there can be no doubt that the 
receipts from special assessments constitute revenue. The United 
States Bureau of the Census has classified special assessments as 
revenue in the preparation of its financial statistics of states and 
cities. The last class of revenues, namely, escheats, represents the 
reversion of real or personal property to state governments where 
the owners or heirs cannot be found. Escheats are not ordinarily a 
source of revenue to local governments. While the United States 
Bureau of the Census has included escheats in its classification of 
municipal revenues, the receipts so reported by the cities are not, in 
the strict sense of the term, escheats. 

From the standpoint of their relative importance in financing the 
government, revenues far outweigh the other classes of income. In 
recent years, however, an increasing amount of income is derived 
by both state and local governments from borrowings through the 
sale of serial or term bonds. Receipts from the sales of properties 
which constitute capital assets are, comparatively speaking, a very 
small part of governmental income. The major portion of revenues 
in all governments^ — national, state and local — is derived from taxes. 
Perhaps the next largest source of revenue for most of the state and 
local governments is the receipts from rights and privileges, espe- 
cially those from motor and business licenses. The earnings from 
publically owned utilities and the receipts from special assessments 
constitute about one sixth of the total revenues of municipal govern- 
ments. Receipts from the other sources of revenue are compara- 

^See Francis Oakey, Principles of Government Accounting and Reporting, 1921, 
pp. pi-94, 287-293. 
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tively small, and as a means of financing most state and local 
governments, relatively unimportant. 

The previous classification of income for state and local govern- 
ments has been suggested as meeting the requirements of budgeting 
and accounting in so far as detailed information is concerned. It is 
now being applied in the city of Cincinnati, where it was adopted 
practically in toto on January i, 1929. The adoption was brought 
about largely through the efforts of the local Bureau of Municipal 
Research.^ 

The writer is aware, however, that some other method of income 
classification may also meet the requirements of budgeting and 
accounting and at the same time furnish additional aid to the admin- 
istrator who has the task of supervising the revenue system of the 
government. With this in mind, Philip H. Cornick of the National 
Institute of Public Administration has devised a classification of 
income, especially applicable to municipalities, the main headings 
of which are reproduced below. 

I. REVENUES 

1000 Revenues accruing from the exercise of the taxing power 
1100 Taxes levied and collected by the government 
mo On persons 
1120 On general property 
1130 On special property 
1140 On business transactions or activities in 
general 

1150 On specific business transactions or ac- 
tivities 

1200 Taxes levied and collected by other governmental 
units and apportioned to the government 
1300 Special assessments 

1310 For public improvements 
1320 For public services 

2000 Revenues accruing from the exercise of the police power 
2100 Over the monopolistic use of public highways 
2110 Franchises 
2120 Minor highway privileges 

2121 Rentals for space under highways 

occupied by vaults, etc. 

2122 Rentals for space over highways 

occupied for advertising signs, 

etc, 

2123 Rentals for space in highways oc- 

cupied by news stands, etc. 

2124 Rentals for space in highways 

’ See Appendix V in which the Cincinnati income classification is reproduced. 

See also “Budgetary Codes of the City of Cincinnati,^’ January i, 1929. 
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used for temporary storage of 
building materials, etc. 

2200 Over the nonmonopolistic use of public highways 
2210 By vehicles for hire 

2211 Taxicabs 

2212 Buses without exclusive franchises 

2213 Freight vehicles 
2220 By vehicles for private use 

2230 By vehicles for the direct sale of corn- 
modities 

2240 By operators of vehicles 
2250 By peddlers 

2300 Over individual activities outside of highways 

2310 Receipts arising from occupations involv- 
ing physical or moral hazards 

13 1 1 From types and methods of con- 

struction 

1312 From conditions that may lead to 

fires and conflagrations 

1313 From handling of foods 

1314 From places of amusement 

, ' 1315 From places of public assembly 

1316 From establishments engaged in 
the resale of articles requiring 
unusual supervision by police 
officials 

2400 Receipts arising from the infraction of laws and 
ordinances 

2410 Fines and penalties imposed by courts 
2420 Forfeitures of bail bonds 

3000 Revenues accruing from the exercise of proprietary rights 
3100 Income from property 

3110 Earnings of public funds 

31 1 1 Interest 

3112 Premiums 

3113 Discount 

3114 Penalties imposed for failure to 

make payments within speci- 
fied periods 

3120 Earnings of publicly owned real estate 
other than in highways 

3121 Rentals of space in parks 

3122 Rentals of space in public build- 

ings 

3123 Rentals of publicly owned real es- 

tate used for public activities 

3124 Rentals of publicly owned docks, 

markets, etc. 

J125 Rentals of publicly owned ordi- 
nary real estate 
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3200 Income from public activities 

3210 Sales of services and commodities 

3211 By major publicly operated utili- 

ties and services (water, gas, 
electric, and transportation) 

3212 By minor public services (legal, 

inspectional, and technical) 

3220 Receipts arising under contractual agree- 
ments, explicit or implied 

3221 From employees for pension as- 

sessments 

3222 From forfeitures of bonds posted 

for the faithful performance of 
contracts 

3223 Expendable receipts from trusts 

and endowments 

3224 From overlapping or adjoining 

governmental units in payment 
for improvements or services ^ 

3225 From private individuals or cor- 

porations for public services ^ 
3230 Auxiliary receipts resulting indirectly from 
public services 

3231 From refuse picking privileges 

3232 From advertising privileges on 

cars and waste receptacles 

3233 From sales of discarded goods 
4000 Revenues derived from voluntary contributions 

4100 Subventions and grants from other governmental 
units 

4200 Expendable gifts from private individuals or or- 
ganizations 

IL PROCEEDS FROM THE SALE OF BONDS 
5000 Borrowings for general purposes 
6000 Borrowings for school purposes 
7000 Borrowings for public utilities 

III. PROCEEDS FROM THE SALE OF CAPITAL ASSETS 
8000 Sale ol. real estate 
9000 Sale of equipment 

In the foregoing classification, Mr. Cornick has divided revenues 
into four general groups which are mainly indicative of the method 
of accrual rather than the source. According to this arrangement, 
revenues arise from the exercise of the taxing power, from the exer- 
cise of the police power, through the use of proprietary rights, and 
from voluntary contributions. The government is preeminent in 

^ These two subclasses are frequently regarded by accountants as reimbursements 
or reductions of expenditures. 
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the raising o£ revenue through the exercise of the taxing power and 
of the police power; its proprietary rights, however, are also enjoyed 
by private individuals and concerns. Under the taxing power, the 
taking in of revenue is the main concern of the government, while 
under the police power revenue is incidental to regulation. However, 
some economists, like Professor E. R. A. Seligman, argue that from 
a financial standpoint this distinction between the police power and 
the taxing power is largely a fiction. There are, of course, many 
inconsistencies in the opinions of the courts on this point. But it 
does seem that for the purposes of planning and administering the 
revenues of the government a distinction can be made, as Mr. Cor- 
nick has indicated, which will aid the executive or chief administra- 
tive officer. The subclasses represent in most instances the general 
character or the sources from which the revenues are derived; in 
this respect the classification may be compared with the preceding 
one. The three major groups or classes are the same in both 
classifications. 

Classification by Organization Units or Collecting Agencies . — 
The classification of income, particularly revenues, by organization 
units or collecting agencies is commonly presented in the budgets of 
state and local governments. The national budget also presents such 
a classification of revenues. The fact that in most of our govern- 
mental units numerous agencies collect revenues in the course of 
their operations makes this type of classification seem necessary in 
setting forth a comprehensive picture of the income side of the 
budget. But the aggregate of such revenues is frequently small com- 
pared with taxes and other major revenues which flow directly into 
the treasury. It is possible, especially in local governments, to make 
practically all collections through the treasury, a procedure that 
would add greatly to the public convenience in most instances. Under 
such arrangement it would be unnecessary to show the revenues 
classified by organization units. If moneys were dedicated to the 
use of certain organization units, the treasurer would merely segre- 
gate them either by special accounts or by special funds. In the 
latter case, the fund classification would be adequate as a method 
of presenting this information. 

It is only where the revenues are collected by widely scattered 
offices that a classification by organization units or collecting agencies 
is of value. Where revenues are not only collected but retained 
and expended by the agencies, it becomes necessary to classify such 
revenues by collecting agencies and to show them as an offset to the 
total expenditure requirements in gross of these agencies as set forth 
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in the budget. This is true, for example, of the educational and 
charitable institutions of many state and local governments which 
retain the fees that they collect and receive in addition certain appro- 
priations from the general treasury. 

Classification by Funds . — In discussing the classification of ex- 
penditures by funds in an earlier section of this chapter, we pointed 
out that income should also be classified by funds. The same fund 
classification is applicable in both instances ; the revenues and receipts 
coming into the public treasury are credited to certain funds and 
when expenditures are authorized these same funds are drawn upon 
in making payments. The necessity of analyzing income, as well as 
expenditures, by funds is obvious from the budgetary standpoint. 
Appropriations cannot be properly made without knowing the extent 
to which the income is available for meeting the general expenditures 
of the government and the extent to which it must be devoted to 
special purposes. In other words, all fund restrictions applying to 
the various sources of income must be known. 

The classification of income by funds is complementary to the 
classification by sources ; these two classifications are essential if the 
information relative to the income side of the budget is to be pre- 
sented in the most informative manner. The classification of rev- 
enues by collecting agencies is not necessary, as we have pointed 
out above, except in certain instances. 
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THE BUDGET ESTIMATE FORMS 

In assembling the information required in the preparation of 
the budget, estimate forms are practically indispensable. When 
properly designed, such forms are a great aid to the budget maker in 
getting together the facts and figures relative to the financial needs 
of the government. They simplify the task of the spending agencies 
in stating their requirements; they insure uniformity in the presenta- 
tion of the budgetary information; and they aid in setting forth 
the myriads of details — ^the minutiae of the budget — according to the 
different bases of classification, which we have explained in the 
preceding chapter. 

In view of these advantages, one would think that every budget 
making authority would use estimate forms, but such is not the case. 
There are still a number of state and local governments where 
regular estimate forms or blanks are not employed in presenting the 
expenditure requirements or the anticipated revenues of the different 
departments and agencies. The expenditure requirements, in such 
instances, are submitted on letterheads and various kinds and sizes 
of plain or ruled paper. The estimates when prepared in this manner 
are not only inconvenient to handle and file but there is generally 
no uniformity in the arrangement of the information. 

It is desirable that every government should use uniform estimate 
blanks in the preparation of the budget and that these blanks should 
be so designed as to present, at least, the essential budgetary informa- 
tion. With this in view, we shall discuss in the following pages, 
first, the expenditure estimate blanks now in use, together with 
certain standard forms which may be adopted by states, cities and 
counties, and, second, the revenue estimate blanks required for the 
reporting of moneys not turned into the central treasury. 

The Expenditure Estimate Forms. — The expenditure estimate 
blanks now used by the different governments, national, state and 
local, vary widely as to size, form and general character of the in- 
formation requested. The size of these blanks range all the way 
from 8 by ioj 4 inches, which is smaller than an ordinary page of 
typewriting paper, to 19 by 25 inches, a size so large as to be almost 
unwieldy. Some blanks are printed on thin paper, so that several 
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copies can be made at one time on the typewriter; others are printed 
on very thick paper and ruled for the use of pen or pencil. The 
captions of some blanks are very simple; others are elaborate, con- 
taining instructions for filling out the blanks. Some blanks, how- 
ever, contain the instructions on the reverse side. 

A single blank constitutes the only estimate form of a number 
of state and city governments, notably, Virginia, District of Colum- 
bia, Detroit, and Indianapolis. Several governments use two forms, 
one being a summary form and the other a supporting form for 
details ; examples of these are the forms used by the national gov- 
ernment and by the cities of Boston and Toledo. State and city 
governments commonly use three, four, or five forms ; a few use a 
dozen or more forms. Among the latter are New York City with 
eight regular and four supplemental forms, North Carolina with 
fifteen forms for state institutions, and Massachusetts with twenty- 
five forms for state institutions. Several states use a set of forms 
for institutions differing somewhat from those for departments. 
New York and New Jersey, as well as North Carolina and Massa- 
chusetts, are examples of such states. A different shade or tint of 
paper is sometimes used to distinguish one form from another; 
this is the practice, for instance, in New York state. Frequently 
the estimate blanks are supplied with binding margins, sometimes 
binding post perforations, so that they can be placed in covers 
for handling and filing. 

There is a wide variation in the information requested on the 
estimate blanks of the different governments. Some blanks go into 
great detail, others are more general; some ask for information 
covering only one year prior to the budget period, others ask for two, 
three, or four years; some request figures of a cost nature, others 
omit such data; some provide recapitulation sheets, others do not. 

From the foregoing general description of the expenditure esti- 
mate blanks now being used by the various governments, it is at 
once apparent that there is a great lack of uniformity. This is true 
not only of the blanks themselves but also of the types of informa- 
tion thereon requested. A more detailed examination of some of the 
typical estimate forms now used by cities, counties, and states will 
help us to determine the essential features of such forms. 

^ General Estimate Forms in Use . — The simplest type of general 
estimate form is the single sheet which is used for all classes of 
expenditures. As an illustration of this type, we reproduce here- 
with (Figure 23) the estimate sheet of the District of Columbia. 
It can hardly be said that the bare essentials are included on this 
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form. Only the appropriations for the current year are shown, 
although when the estimates of the District are subsequently printed 
in the national budget the expenditures of the previous year are 
added. The last two columns are for the tentative and for the final 
action of the three commissioners of the District which is taken 
prior to the President's budget recommendation to Congress. The 
district estimMe form is similar to that of the national government. 
The latter form, however, provides for expenditure and appropria- 
tion figures covering two years prior to the budget year. It is 
supplemented by a form which is used to give the details of expendi- 
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Figure 23. Reproduction of the Expenditure Estimate Form of Washington, D. C. 
(Size 8" X ii"; caption the n-inch way.) 


tures for which lump sum appropriations are granted. Considerable 
detailed information is furnished which is not indicated on these 
forms, otherwise they would not be adequate for the purpose. Be- 
sides, the Bureau of the Budget issues instructions containing sample 
forms completely filled out to guide the federal departments and 
the District of Columbia in preparing their estimates. 

Of course, more information may be secured on the single estimate 
blank than is required by that of the District of Columbia. Several 
additional columns may be added by increasing the size of the blank. 
This is what has been done on the forms used by Indianapolis and 
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Detroit. The Indianapolis form requires some analysis with refer- 
ence to the activities and subactivities of the spending agencies; it 
provides space for inserting the appropriation and the actual expen- 
diture for each of the years preceding the budget year. It also asks 
for the increase or the decrease of the budget request over the appro- 
priation of the next preceding year. However, this information is 
scarcely worth recording, as it represents merely the difference 
between an estimate for the coming year and the appropriation for 
the current year, the latter amount being likewise an estimate rather 
than the actual figure. Columns are added for the city controller, 
the mayor, and the city council to use in recording their recom- 
mendations, with a last column for the final allowance of the council. 
This arrangement presupposes that the estimate form will be used 
as a work sheet until the budget is finally acted upon by the council. 
This should be the practice only in small local governments ; larger 
units should print the estimates as soon as the budget maker has 
inserted his recommended figures. In this way sufficient copies can 
be made available for examination by members of the legislative 
body and interested taxpayers. 

The Detroit form is an improvement over the Indianapolis form 
in that it asks for information of a more significant character. The 
actual expenditures for the year preceding the current year and 
similar figures for the first half of the current year are shown; also 
the allowance is shown for the current year as a whole with ad- 
justments made through transfers. Additions or subtractions to 
show increases or decreases are omitted. Columns are supplied 
for the departmental requests of the budget year and for the recom- 
mendations of the budget director. At this point the estimates are 
printed in their entirety and the printed sheets are used for any 
subsequent revision, such as that made by the mayor. 

Except for small cities, towns and other local governments, the 
single estimate form seems inadequate. For all states and for the 
larger cities and counties a series of three, four, or five estimate 
forms is ordinarily required. The reasons for this will become 
evident later in the discussion. Where only one form is used, the 
various items of expenditure should be entered in the order of the 
object classification and summarized at the end of the last sheet of 
the form. It is preferable to use a separate sheet of the form for 
the summary when a number of sheets are required to present the 
detailed requests. The single estimate form should be designed 
in such manner as to show considerable detailed information, espe- 
cially with reference to salaried positions. 
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Figure 24. Reproduction of Expenditure Estimate Forms of Toledo, Ohio. 
(Two forms; size 14" x 17"; caption 14-inch way.) 
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Two expenditure estimate forms are used by the city of Boston, 
but with only fair success from the standpoint of budgetary infor- 
mation. The first form serves the purpose of a summary or reca- 
pitulation blank as well as an estimate sheet. The entire expenditure 
classification is printed down the left hand side of this form, the 
city departments and institutions being required to enter the amounts 
needed in a column to the right of each item. If no request is made 
for a certain item, there is no entry. The expenditures made during 
the current and two preceding years are listed. This can be done 
since the estimates are prepared near the close of the current year, the 
expenditures for at least eleven months of that year being available. 
The second form merely supports the personal service items on the 
first form. The departments and institutions are required to pre- 
sent on this form a complete list of all employees with rates of pay as 
of the current year and requested rates for the budget year, 

Toledo, Ohio, uses two expenditure estimate forms, which in some 
respects are superior to the Boston forms. The captions of these 
forms are reproduced in the accompanying Figure 24. It will be 
seen from this figure that each form contains space at the top for 
a summary. This arrangement brings the summary to one’s atten- 
tion before the details, but in so doing it takes up part of the space 
of every estimate sheet. In the end the summary is a piecemeal 
affair inst€;ad of a complete recapitulation. A separate form for 
summary purposes would seem to be more satisfactory. Such a 
form can be placed in any position, either ahead of or following 
the forms containing the detailed estimates; it can be used for each 
division or bureau in a department and for the department as a 
whole. The Toledo forms, it will be noted, furnish in the summary 
the actual expenditures for one half of the current year and esti- 
mated expenditures for the other half, which when combined for 
the whole year constitute more satisfactory figures for comparative 
purposes than the appropriations of the same period. The actual 
expenditures for the two preceding years are also shown in the 
summary. These comparative figures are not shown in the detailed 
analyses. 

During the summer of 1928 the Cincinnati Bureau of Municipal 
Research, under the direction of John B. Blandford, Jr., devised a 
set of expenditure estimate forms for the city government, using as 
a model the set of forms suggested by the writer. The Bureau’s 
recommended forms were adopted by the city manager and used 
in the preparation of the city budget for 1929. Four forms con- 
stitute the set, the first three being used for detailed information 
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Figure 25. Reproduction of Detailed Expenditure Estimate Forms of Cincinnati, Ohio. 
(Three forms; size 14 " x 17"; caption 17-inch way.) 
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(Figure 25) and the fourth as a general summary sheet (Figure 
26). The expenditure classification recommended in Chapter VII 
is employed, with a few slight modifications, in setting up the infor- 
mation on these forms. Form A of the set is for personal services. 
The information contained in the first ten columns of this form 
is supplied from the records of the city's personnel department. 
Each spending agency then fills in column ii, notes such additional 
employees at the end of the list as it may require, and sees that col- 
umns 9, 10 and II are properly totaled. Form B includes all other 
objects of expenditure except permanent improvements. The first 
six columns of this form are filled out by the city auditor’s office, the 
information being taken from the accounts of the various spending 
agencies. Each spending agency then supplies the information in 
columns 7, 8, 9, 10 and ii. Form C is used for major permanent 
improvements. Each improvement is allotted two lines running 
across the estimate form, one for the estimate and the other for the 
allowance. Space is provided at the bottom of each of these three 
forms for explanatory comment with reference to the items listed 
thereon. Form D is for summary purposes. On the upper half of 
this form the annual requirements of each department, bureau or 
division are summarized by the main classes of expenditure. Be- 
low, space is provided for a summary of the five year expenditure 
program which each spending agency is to develop and to extend one 
year each time the annual budget is prepared. To the right of this 
is a small space for a summary of operations from the departmental 
work program, with unit costs and measures of results. While this 
space seems inadequate for the purpose intended, it is nevertheless 
an attempt to bring into the estimates certain cost data on perform- 
ance. The presentation of this data should be encouraged, as we 
shall indicate later in this chapter. 

The estimate forms of Milwaukee County, Wisconsin, are a good 
example of the type of blanks adaptable to general county use. 
There are three forms, as will be seen from the accompanying Figure 
27 in which the captions are reproduced. With the addition of a 
form for recapitulation purposes, this set of forms would be practi- 
cally complete. The three forms resemble rather closely those of 
the city of Milwaukee, but the latter has a summary form in addi- 
tion to the other three forms. It will be observed that the county 
forms provide for the appropriation of the year preceding the budget 
year and a comparison of this amount with the request. We have 
already pointed out that this kind of comparison is unsatisfactory 
for budgetary purposes. The second form, however, does request 
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certain expenditure data under the head of ‘^previous experience.’^ 
These have some value for purposes of comparison. 

In general, county authorities have been very backward in pre- 
scribing the use of estimate blanks in connection with the prepara- 
tion of the budget For this reason, some states, notably North 
Carolina and Virginia, have designed uniform estimate blanks to 
be used by all counties within their borders. New Mexico has gone 
even further and prescribed estimate forms for the use of all local 
governments within its jurisdiction. 

Among the estimate forms used by the various states, we have 
selected those of New York for reproduction in the accompanying 
Figures 28 and 29. These fonns are simple and at the same time 
they request fairly complete data. For departmental use the set of 
forms consists of four blanks. The captions of the first three of 
these forms are reproduced in Figure 28, while the fourth form is 
shown in Figure 29. It will be noted that the title of position and 
name of employee are shown on the form for personal service with 
comparative figures for the two years preceding the budget year. 
On the form for maintenance and operation comparative figures are 
also given, but on the form for new construction and permanent bet- 
terments no such figures are requested. In the latter case they have 
very little, if any, significance. The recapitulation form for depart- 
ments may be used for schools and colleges, but not for other state 
institutions. It provides in the caption for listing the number of 
students and receipts from the sale of products. A summary of the 
classification is set up in the left hand column. At the bottom of the 
form space is left for a recapitulation of the personal service of the 
department by bureaus or divisions. For the charitable, penal and 
correctional institutions of the state, another recapitulation form is 
provided. It differs from the one previously described mainly in 
that it provides columns for the insertion of per capita costs of main- 
tenance and operation for the budget year and for each of the 
two preceding years. It also provides space at the bottom for a 
statement of the value of farm products used as food, the value of 
products secured in exchange from other institutions and used as 
food, and the value of other farm products. The caption contains 
space for data on inmate population, number of employees, and 
number of inmates per employee. There are institutional forms for 
personal service and for maintenance and operation. The former 
differs only slightly from that used by the departments ; the latter has 
added columns for the calculation of per capita costs and consists of 
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four sheets, the detailed object classification as applied to institutions 
being printed in full in the left hand column of these sheets. 

While several states provide estimate forms especially for their 
institutions, the practice is by no means general and it is doubtful 
whether it should be. The essential information relating to the 
budgetary needs of an institution can be shown on the same estimate 
form that a department would use. Per capita and other costs may 
be submitted on supporting sheets attached to the regular forms. In 
any event, much more data are required in support of nearly all 
budgetary requests that can possibly be supplied on any set of esti- 
mate forms no matter how designed. To this we shall again refer 
in this chapter. 

In only a few states, notably New Jersey, are there any provisions 
in the budget law concerning the exact form of the estimate blanks. 
Experience indicates that such provisions are inadvisable and tend 
to cumber the budget making authority in securing the information 
needed in the preparation of the budget. When the law prescribes 
the contents of the budget document, as it usually does, the form of 
the estimate blanks is thereby largely determined. In other words, 
the budget making authority must design the blanks in such a way 
as to secure the required information. Beyond this there should be 
no legal requirements as to the form of the estimate blanks. These 
blanks are merely a means to an end ; the budget making authority 
should be able to change them as frequently as experience warrants 
and without having to secure an amendment to the law. Of course, 
when a satisfactory set of estimate forms has once been put into 
use, it is unwise to change the essential features of these forms any 
more than is absolutely necessary. The reason for this is obvious. 

Standard Estimate Forms Suggested . — In view of the wide varia- 
tions in the existing practice of different state and local governments, 
it would seem desirable to propose a standard set of estimate forms 
which may be uniformly adopted by the budget making authorities 
of these governments. The writer has therefore designed for this 
purpose five expenditure estimate forms. It will be seen that four of 
these forms present the detailed Information, while the fifth is a 
recapitulation blank. Each form embodies only what are deemed 
to be the essential features. The forms are designed for a budget 
period covering a single fiscal year. In those states where this period 
extends over a biennium, it will be necessary to add to the forms the 
proper columns in which to record the requests and the allowances 
for the additional year. The captions of these forms have been 
made as simple as possible. When more than one sheet of any form 



COUNTY OF MILWAUKEE 



Figure 27. Reproduction of Expenditure Estimate Forms of Milwaukee County, Wisconsin, 
(Three forms; size 12" X 19"; caption Ip-inch way.) 
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is used, space for numbering the sheets consecutively is provided in 
the upper right hand corner. 

Form A (Figure 30) is designed for all personal services of 
the government. Column i is to be used for numbering the items, 
the numbers running consecutively to the end of each form or its 
additional sheets. By this means reference to the individual items 
for explanatory purposes may be more easily and quickly made. 
The code numbers, as explained in the previous chapter, are to be 
inserted in column 2. The classification and standard title of each 
position are to be indicated in column 3. If the government does not 
have a classified service, vrhatever title is used to designate the posi- 
tion will then be inserted. Where salaries have been standardized, 
the salary range may also be shown in column 3. The names of all 
regular employees should be inserted in column 4, since such names 
are an aid to the members of the legislative body and the interested 
public in identifying the positions. At the present time only a few 
states and cities supply the names of their regular employees; the 
practice should be more general. Of course, where the government 
has scores or hundreds of employees engaged in the same work, such 
as policemen, firemen, or school teachers, there is not much point 
to listing all the names. It is preferable to list such employees by 
grades or ranks according to the salaries paid. The same is true of 
wage earners and day laborers employed by the government. If a 
regular position is vacant or new, this fact should be noted. Column 
5 should be filled out where the salary of an officer or employee is 
fixed by law or ordinance. It is necessary to know when a salary 
is so fixed. Under such circumstances, the budget making authority 
may not eliminate the position or reduce the salary which it carries. 
In columns 6, 7 and 8 the dates of the year should be inserted in the 
headings, instead of indicating them as ^'previous,’’ ‘‘current’’ and 
“budget.” These changes should also be made on the other forms. 
It is assumed that the estimates wdll be prepared sometime during 
the current year, preferably the latter part of that year, and not 
during the early part of the budget year. The total compensation 
for the previous year should be inserted in column 6; this informa- 
tion will be available at the time the estimates are prepared. The 
total compensation for the current year should be inserted in col- 
umn 7. Although this year has not yet been completed, the total 
compensation will in most cases be equal to the annual rate. Most 
governments only change their salary rates once a year, that is, with 
the adoption of each new budget. If more frequent changes are 
made in the rates, the compensation should be computed for the 
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Figure 28. Reproduction of Expenditure Estimate Forms for Departments, New York State. 
(Three forms; size 14" x 17"; caption 14-inch way.) 
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Figure 29. Reproduction of Expenditure Estimate Form for Departmental Recapitulation, New York State. 

(Fourth form of series shown in Figure 28 ; same size.) 
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current year according to the changed rates. Should the employee 
receive any commutation or maintenance in addition to salary, this 
fact should be noted and the amount estimated in connection with 
the compensation requested for the budget year. The compensation 
requested in column 8 for the budget year should represent the 
maximum amount which the employee may receive during that 
period. Columns 9 and 10 are reserved for the allowance of the 
budget making authority and for any memoranda or notes which 
may be made in connection with the review and revision of the 
estimates. These last two columns are common to the other forms. 

Form B (Figure 31) is to be used for contractual services, com- 
modities, current charges, current obligations, and equipment. The 
use of the first two columns is the same as has been explained in 
connection with the preceding form. The purpose of column 3 is 
to carry the budgetary classification by objects, showing such details 
as may be deemed necessary for information. It is possible to show 
in this column by detailed Itemization the different objects and things 
bought or needed by the government. Column 4 is to be used to 
record the total expenditures of the previous year for each item. 
These figures can be supplied by a proper analysis of the expenditures 
of that year. The estimated expenditures for the current year are to 
be shown in column 5. These figures are arrived at by taking the 
actual expenditures up to the time the estimates are prepared and 
adding to these an estimate for the remainder of the year. Usually 
eight or nine months of the current year will have elapsed by the 
time the estimates are made up, so that only three or four months 
will be estimated. Some estimate forms now infuse provide three 
columns in which figures for the current year are shown, one column 
containing the actual figures for the first part of the year, another 
column the estimated figures for the last part of the year, and still 
another column for the total of these two columns. This arrange- 
ment seems hardly necessary, unless the budget making authority 
wishes to follow the computation of the amount estimated for the 
entire year. It will be seen that neither for the current nor for 
the preceding year is the appropriation given. Though many of the 
estimate forms now in use ask for the appropriations for these 
years, it is apparent that such figures mean little or nothing for pur- 
poses of comparison. They represent merely estimates rather than 
actual expenditures. Furthermore, without highly segregated ap- 
propriations it is impossible to fill in these data on the estimate forms. 
Such appropriations should not be made, as we have pointed out in 
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a previous chapter.^ The expenditures, actual and estimated at the 
time the estimates are made, are the only figures that mean anything 
for comparative purposes. Even these figures cannot be regarded as 
indicative of the value of the governmental work performed or con- 
templated. As we shall point out later, other means, such as cost 
data and compiled facts about results, must be found as a means 
of judging accomplishment. These should be furnished, wherever 
available, in support of the information contained on the estimate 
blanl<s. Form B provides that the request for the budget year be 
shown by the number of units, the price per unit, and the total 
amount. This, of course, can be done only for commodities and 
equipment. For the other classes, namely, contractual services, cur- 
rent charges, and current obligations, columns 6 and 7 would usually 
show no entries. 

Form C (Figure 32) is specially designed for buildings, structures 
and other improvements. Requests for these properties can be 
entered on Form B, but only the very minimum of information can 
be shown on this form. For this reason it is thought advisable to 
have a separate form, such as Form C, which will request consider- 
able additional information. Column 3 of this form asks for a 
description of the structure or improvement. This description must 
of necessity be very brief, so it is advisable in nearly every case to 
accompany the estimate blank with a detailed statement, including 
plans, blue prints, and other supporting data. The location of the 
project is to be indicated in column 4. Often the construction of a 
project will continue over three or four years, perhaps longer. In 
such cases the appropriations previously made for the project would 
be entered in column 5. Column 6 would show the expenditures to 
the time the estimate was prepared, and the difference between this 
column and column 5 would represent the unexpected balance of 
the appropriation. The estimated total cost of the project would be 
shown in column 7. This figure may be revised from the original 
figure when the project was undertaken; if so, there should be some 
explanation of that fact. The requests for new or additional appro- 
priations are carried in column 8. When a project is being under- 
taken for the first time, there are no entries in columns 5 and 6 and 
a new appropriation is requested for the work in column 8. It is 
the policy of some governments when undertaking a project which 
will extend over more than one or two years to appropriate to it 
only the amount of money required to carry on the work during 
the budget period, subsequent appropriations being made in each 

^See above, pp. 144-146. 
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Figure 31. Budget Estimate Form for Other than Personal Services. 
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budget until the project is completed. In this case, additional appro- 
priations would be requested in column 8 sufficient to carry on the 
project during the forthcoming budget period. Other governments 
follow the policy of appropriating or setting aside enough money 
at one time to complete a project, although the work may extend 
over more than one budget period. If it turns out that the appro- 
priation is insufficient to finish the project, then additional appropri- 
ation is requested in column 8. 

Form D (Figure 33) is to be used exclusively for the acquisition 
of land. While it is designed to give the maximum amount of 
information, it by no means provides for all the data that the budget 
making authority should have in considering the purchase of land. 
This form should be supplemented with a statement covering the 
use that is to be made of the land and the urgency that exists for 
its purchase. The name of the tract, or the lot number, and the loca- 
tion of the land are to be given in column 3 ; the number of acres 
in the tract or the dimensions of the lot in column 4. If there are 
any buildings on the tract or lot, these are to be indicated in col- 
umn 5, together with their estimated value. The present assessed 
value of both land and buildings is to be stated in column 6. Some- 
times a governmental agency will take an option on land which it 
hopes to buy in the near future. The amount of such option and 
the date it expires should be recorded in column 7. The request 
for the budget year, which usually covers the entire cost of the land, 
is made in column 8. 

Form E (Figure 34) is designed for summary or recapitulation 
purposes. It provides space in the caption for the date of filing 
and the name of the responsible officer approving the estimates. In 
the case of a bureau or division, the responsible officer would be 
either the administrative head or a designated officer who would 
sign the estimates in transmitting them to the departmental head or 
the budget officer of the department. The latter official, after review 
and revision of the bureau or division estimates, would prepare a 
recapitulation blank for the whole department and sign it before 
sending the estimates to the central budget office of the government. 
This signature may be regarded as sufficient evidence that the esti- 
mates have been reviewed and approved by the proper official of the 
department. Many state and city governments do not require even 
so much as a signature on the estimates, while a few go to the other 
extreme. For example, New Jersey and Baltimore require the 
estimates to be sworn to before a notary public by the administra- 
tive head or other responsible officer of the department, institution. 
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Figure 32, Budget Estimate Form for Buildings and Improvements. 
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or agency presenting them to the central budget office. A special 
form for this purpose is printed on the bottom of the summary or 
recapitulation blank of both the New Jersey and Baltimore estimate 
forms.^ 

The columnar headings of Form E require no explanation. Only 
the main classes of the expenditure classification by objects may be 
inserted In column 2 ; however, if more detail is required, the first 
subclasses may also be inserted. The classification by character 
should also be indicated in this column by superimposing it on the 
other classification. Below this classification and totals the funds 
from which the moneys come to support the organization units 
should be set down and the total amounts for each fund shown 
opposite in columns 3, 4 and 5. The grand total of expenditures by 
funds, actual, estimated, or proposed, should equal the grand total 
by objects and character. 

It is suggested that the foregoing expenditure estimate forms, 
A to E inclusive, be printed on a good quality of white paper, suf- 
ficiently tough to stand considerable handling and not too heavy to 
permit of at least three copies being made on a typewriter by the 
use of carbon paper. All colored rulings, especially those running 
across the forms in the direction of the caption, should be omitted. 
For the use of the typewriter these are unnecessary; besides, they 
add greatly to the cost of printing the forms. Perpendicular rulings 
in black are required to divide the blanks according to the columnar 
headings. The forms should all be the same size, but this size may 
be varied considerably to suit the fancy of those who design the 
blanks. Whatever the size, it should conform to some one of the 
standard sizes which can be cut from regular sheets of paper with- 
out loss. Within the range that may be used for estimate forms 
these standard sizes in inches are as follows : 8-1/2 by ii, 8-1/2 by 
14, 9-1/2 by 12, II by 17, 12 by 19, 14 by 17, 17 by 22, and 19 
by 24. Perhaps the most suitable of these standard sizes for esti- 
mate forms is either 14 by 17 or 17 by 22 inches, with the caption 
running the narrow way of the sheet. Such a size provides ample 
space for the various columns and is not too large for an ordinary 
wide carriage typewriter. Only one side of the estimate form should 
be written on, otherwise it is difficult to make carbon copies. There 
should be a small margin for binding on the left hand side of each 
form. 

While Forms A to E inclusive are designed to be used alike by 
state, city, or county governments, it is likely that they may be found 

^ See below, pp. 268 and 311. 
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to be too elaborate for some of the small local governments, such 
as towns, villages, and boroughs. For these small governments, 
Forms A, B and E should be adequate. In this case, Form B would 
carry the requests for land, buildings, and improvements, thus elimi- 
nating Forms C and D. Such requests are seldom made in these 
governments, at least, not frequently enough to require special 
estimate forms. It should be understood, however, when Forms C 
and D are not used, that the information set forth on these forms 
when occasion requires is to be supplied on explanatory sheets sup- 
plementing Form B. 

Supplementary Expenditure Estimate Forms . — Some state and 
city budget making authorities have found it advantageous from 
the standpoint of more complete budgetary information to use cer- 
tain forms which are supplementary to the regular forms illustrated 
and explained above. These supplementary forms relate to the per 
capita cost of institutions, particularly with reference to the use of 
certain commodities such as food supplies. They also cover the 
farm and dairy operations of state institutions and the operations 
of state industries, usually prison industries, which manufacture 
goods for state use. Some illustrations of these forms are given 
below. 

New York City has a special estimate form for food supplies, 
which is supplemented by a form showing per capita cost for the 
different city institutions. The captions of these two forms are 
reproduced in Figure 35. It will be seen that the larger form is 
used to list the food supplies indicated in the left hand column for 
each city institution, showing the quantities used and the stock on 
hand as of given dates. The smaller or supplemental forms presents 
a summary on food consumption for all the city institutions. The 
names of these institutions are listed at the head of the various 
columns on the horizontal line under '‘census statement by institu- 
tions.^’ The population of each institution is entered in the space 
immediately below; then follqws the food consumption by "ounces 
per person per day” and "cost per person per day.” These figures 
are shown for each kind of food for the last six months of the 
previous year and for the first six months of the current year, the 
estimates being prepared directly after the middle of the current 
year. The amount requested for the budget year is shown in the 
same per capita terms. Following the amount requested is space 
for the insertion of the amount recommended by the budget ex- 
aminer, It should be noted at this point that the information 
contained on these forms is used principally by the budget examiners 
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Figure 35. Reproduction of Expenditure Estimate Form B for Food and Supplemental Form B, New York City. 
(Form B 19" x 24"; caption 24-inch way. Supplemental Form B 19" x 18^'.) 
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in arriving at the amounts which should be allowed the various city 
institutions for food supplies. This information is available to 
the members of the board of estimate and apportionment under 
which the examiners work, if the members want to see it, but it is 
not printed in the so-called budget document. 

North Carolina has a special budget form on which the state 
institutions report their farm and dairy operations (Figure 36). 
It shows the acreage under cultivation, the value of the products, 
and the cost of operation. From these figures it is possible to arrive 
at the nominal profit or loss of the farm to each institution. A fur- 
ther form (Figure 37) is provided, which shows the relation of 
farm products to the institution’s needs. The principal food products 
consumed by the institution are listed with the quantity and total 
value of each. Alongside these figures are listed the quantity and 
value of the foods consumed by the institution which are produced 
on the farm with the percentage this bears to the total consumption. 
Some additional information of a general character is requested on 
the lower half of this form. 

New Jersey uses a form similar to the North Carolina form 
(Figure 36) in requesting information on the farm and animal 
industries at each of the state institutions. The total production of 
food is shown, the amount consumed by the institution, the amount 
sold outside, the amount canned or preserved, and the amount in 
stock inventory. The operating expenses are also shown, with the 
excess of production value over cost. This state also requires a 
statement to be made up on a special form covering each of the 
^'state use” industries. This statement shows net sales, stock inven- 
tory as of a given date, net purchases, freight, selling expenses, 
repairs, inmate wages, supervision, depreciation, and all other ex- 
penses, with net profit or loss. 

A few other states secure similar information about their farm- 
ing and industries. This information is generally used by the budget 
making authority and its staff agency; it is seldom presented in 
the budget document, although it is important enough to be sum- 
marized and shown in this document. 

Another kind of supplementary form should be mentioned in this 
connection; that is the blank for item explanations. Several state 
and city governments include such a blank with their regular esti- 
mate forms. There is usually nothing more to it than a blank sheet 
with a brief caption at the top in which may be inserted the name of 
the organization unit making the estimates and the designation of 
the regular form to which the explanatory matter applies. This 
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blank should be the same size as the regular estimate forms ; it can 
then be filed along with these forms. By this method the explana- 
tory statements may be more easily examined than if presented on 
letter heads or odd sizes of paper as is usually the practice. The 
explanations should be made by item numbers, an asterisk or other 
symbol being placed against each item number on the regular forms 
which carries an explanatory note. 

Revenue Estimate Forms. — Revenue estimate forms are not 
ordinarily used by state and local governments except where miscel- 
laneous revenues are collected and retained by the spending agencies. 
The bulk of taxes, special assessments and other revenues are usu- 
ally paid into the general treasury of the government. This part of 
the governmental income may be estimated by the chief financial 
officer ; in fact, the budget laws of a number of states require that 
the auditor, or the controller, or the controller and the treasurer 
jointly, must furnish the budget making authority with the esti- 
mates of revenues for the budget. The same practice generally 
prevails in the city and county governments. No revenue estimate 
form is necessary for this purpose, and as a general rule none is 
provided. Certain comparative figures with reference to the revenue 
of the current and the preceding year are uniformly required, but 
these may be set up on any large work sheet in columns parallel 
to the estimates for the budget period. In some instances the actual 
collections for three full years prior to the current year are shown, 
the purpose being to arrive at the estimate for the forthcoming 
budget year through a comparison of these years.^ The revenue 
estimates apply more particularly to the so-called miscellaneous 
sources, where a guess based on past experience must be made as 
to how much is likely to be collected. In the case of taxes, such 
as the general property tax, where a rate is fixed on a known valua- 
tion, the estimate of the yield is merely a mathematical computation, 
with the deduction of one or more per cent for noncollectibles. It is 
often valuable to show the revenue estimates or guesses of the pre- 
ceding year or two, so these can be compared with the actual collec- 
tions. By these figures it will become apparent if the revenues have 
been over or underestimated and to what exent. In setting up the 
revenues for the current year, the same method should be followed 
as in estimating the expenditures for that period. That is, to the 
actual revenue collections up to the time the estimates are prepared 
should be added the estimated collections to the end of the current 
year, thus arriving at the total for the whole year. 

^ On the methods of estimating revenues, see below, pp. 317-320. 
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Figure 36. Reproduction of Report of Farm and Dairy Operations, North Carolina. 
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In those governments where the spending agencies are permitted 
to use certain revenues as a means of financing their expenditures, 
a special estimate form should be provided for reporting these 
revenues to the budget making authority. Reproduced herewith 
(Figure 38) are the revenue estimate forms used by the state of 
North Carolina and the territory of Hawaii. It will be seen that 
the department or agency is required to classify the revenues by 
sources. Columns are provided for showing the revenues, actual 
and estimated, for the previous year and for the year in progress, 
and the estimated amounts for each year of the biennium covered 
by the budget. 

A more complete form than either of the foregoing is suggested 
in Figure 39. This Form F is designed along the same general 
lines as the suggested expenditure estimate forms described above. 
It should be printed on the same quality of paper and should be 
the same size as the expenditure blanks. It should be made out 
only by those departments and agencies reporting revenues for their 
own purposes. The code in column 2 should conform to the one 
shown in the income classification outlined in the preceding chapter.^ 
Column 3 shows the revenues by this classification. The legal 
authorizations, if any, for the collection of the revenues are shown 
in column 4. The remaining columns provide for the actual receipts 
of the last completed year, the estimated receipts of the year in 
progress, the estimates for the budget year, and revision by the 
budget making authority. 

The retention of revenues collected by goveimmental spending 
agencies for their individual use should be discouraged. Such pro- 
cedure militates against sound budgeting. Certain states, notably 
Massachusetts and Virginia, require that all receipts of departments 
and institutions must be turned into the state treasury immediately 
following their collection. This includes tuition and other receipts 
of educational institutions. It is possible to apply this requirement 
in practically all the state and local governments. The greatest obsta- 
cle in so doing is the self-centered attitude of certain departments 
and institutions which think they must retain the moneys collected 
by them if they are to guard their own financial standing. This, of 
course, is essentially a mistaken idea — one that may be largely at- 
tributed to scattered and disjointed administrative organization. 

Instructions for the Preparation of the Estimates.— Simple 
instructions for the preparation of the estimates should accompany 
the forms. It is the practice of some budget making authorities to 
^ See above, pp. 221-222. 
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print these instructions either in the caption or on the back of each 
estimate form. The instructions must be very brief in order to 
print them in the caption, otherwise too .much space is required for 
the caption. They may be printed more in detail on the reverse 
side of each form, but in this case they usually relate to the particular 
form on which they appear. Any general instructions must be 
repeated on each form or presented on a separate sheet. It is per- 
haps more satisfactory to include all instructions in a folder, either 
printed or mimeographed, a copy of which is sent with the estimate 
forms to each spending agency. The national government and 
several state and city governments follow this practice. 

While the instructions should be brief, they should tell exactly 
how the estimate forms are to be made out. In order that the 
spending agency may visualize the arrangement and data on the 
estimates, it is sometimes advisable to show a sample or specimen of 
the forms properly made out. The national government produces 
such a specimen in the pamphlet of instructions; several state and 
city governments make up sample blanks to be used as a guide. In 
fact, this is about the only way to secure anything like uniformity 
in the presentation of the information on the estimate blanks where 
the various spending agencies are responsible for supplying all the 
data on these blanks. But in many state and city governments 
where the general accounts have been centralized in one office, it is 
possible to secure uniform presentation by having this office or the 
office of the budget staff fill out the estimate forms with the informa- 
tion relative to the past year and the year in progress before these 
forms are sent out to the spending agencies. These agencies then 
fill out only the request columns for the budget period. By this 
method the itemization is determined by one office, hence it is impos- 
sible for the presentation to vary to any great extent. The desir- 
ability of such procedure is discussed later.^ 

The essential points to be covered in the instructions with regard 
to the preparation of the estimates are as follows : 

1. The final date upon which the estimates should be filed with 
the budget making authority or its staff agency. 

2. The number of copies of the estimates which should be pre- 
pared and filed. As we have already indicated, this number varies 
greatly. The national government requires six copies. New York 
state requires seven copies, while Illinois, Ohio, and Virginia require 
two copies. New York City requires four copies and Boston three 
copies. In most instances the spending agencies are instructed to 

^ See below, pp. 307-309. 
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Figure 37. Questionnaire on Farming in Relation to the Institution's Needs, North Carolina. 
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retain a copy of the estimates for their files. However, they would 
probably do this anyway. In general, two copies of the estimates 
filed with the central budget office would seem to be adequate. The 
need for a larger number of copies usually grows out of the fact that 
certain members of the legislative body or of the budget board, which 
exists in several state and local governments, demand copies of the 
original estimates for their files. 

3. The estimates, if possible, should be made out with a type- 
writer. This not only insures legibility, but the extra copies can be 
made as carbons. 

4. The requests on the estimate blanks should be made in dollars 
only, the cents being omitted. Odd cents below fifty cents should 
be dropped ; for fifty cents and above, one dollar should be added. 
This is the practice in connection with the national budget and 
several state and city budgets, notably those of Illinois and Mil- 
waukee. Estimates carried below one dollar are of no practical 
value in budgeting; besides, by dropping the two places for cents 
something is saved in time, labor, and printing expense. The esti- 
mated expenditures and receipts for the year in progress may also 
be shown in dollars only; there is no point to showing these amounts 
to the last cent. Even in the case of actual expenditures and receipts 
the Illinois state budget shows the amounts only to the nearest 
dollar. 

5. The head or other responsible officer of the organization unit 
or spending agency preparing the estimates should be required to 
review them carefully, revise them if necessary, and approve the 
requests by signing the recapitulation form in the space provided in 
the caption of this blank. A few state and city governments, as 
we have pointed out above, require the responsible officer or the 
spending agency to swear to the estimates before submitting them 
to the budget making authority, but nothing seems to be gained by 
this practice. 

6. The columnar entries on the different forms should be ex- 
plained in detail, at least, in so far as the spending agency is required 
to supply them. The general nature of these entries has already 
been discussed at length in connection with the suggested estimate 
forms. Sample or specimen estimate forms, as explained above, 
are an aid in visualizing the columnar entries. It is also important 
that further explanation and instruction should be furnished with 
regard to the supporting data which should be furnished with the 
estimates. These data are discussed in the next section of this 
chapter. 
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Figure 38. Reproduction of the Revenue Estimate Forms of North Carolina and the Territory of Hawaii. 

(Size of each form ii'' x ii".) 










PUBLIC BUDGETING 


270 

7. Finally, a copy of the expenditure and the income classifica- 
tions adopted for use in setting up the budgetary information should 
be included in the instructions. A copy of the budget law or ordi- 
nance, or excerpts of the important provisions, should also be in- 
cluded. The spending agencies oftentimes find it necessary to refer 
to these in the course of preparing the estimates. Some state and 
city governments supply with the expenditure classification an elabo- 
rate coded index or list of the various objects and things purchased 
by the government. It is questionable, however, if such an index can 
be used to advantage except by the central accounting office of the 
government. 

Data Supporting the Expenditure and Income Estimates. — 
Before concluding this chapter, we should discuss briefly certain 
data which are valuable as a supplement to the information contained 
on the estimate forms. ^ These data relate mainly to expenditures, 
principally to those expenditures growing out of current operation. 
A great deal of time and effort has been spent in analyzing expendi- 
tures on the per capita basis. As applied to the financial require- 
ments of governmental institutions, per capita figures have some 
significance. They, at least, furnish a ready method of comparing 
the expenditures of institutions performing the same types of serv- 
ices. But they do not tell the whole story. Cost figures are neces- 
sary if the budget maker is to have before him a picture of what 
each department or institution does with the money It spends; in 
other words, how it uses the things which it buys in the course of 
its operation. Such figures are not available for many of the gov- 
ernmental services at the present time, but it is possible to apply cost 
accounting much more widely than has yet b^en done. 

Cost Data . — We have already referred to a notable attempt to 
bring cost data into the budget of New York City for 1913 and 
the two subsequent years.^ These cost data related to three public 
works functions in the Borough of Richmond, namely, street clean- 
ing, sewer maintenance, and street repairs. For each of these func- 
tions the estimated expenditures were designated in terms of the 
objects or things to be purchased to carry on the work, that is, in 
terms of salaries and wages, supplies and materials, and plant and 
equipment. These figures, which were ordinarily shown on the 
expenditure estimate forms, were then transposed into cost figures 
estimated on the basis of the work program of the current year. 

^ The general nature of these data has been indicated in Chapter VI. See 
above, pp. 170-171. 

® See above, pp. 170-171. 
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Perhaps it would be more correct to say that the cost figures were 
first arrived at and then transposed into the estimates of objects or 
things to be bought. In other words, the estimated expenditures 
were actually based upon cost analyses developed through a system 
of cost accounting in connection with a work program which con- 
trolled the actual performance of the work. 

To illustrate the methods by which cost data were set up in the 
New York City budget for 1913, we reproduce herewith (Figure 
40) the summaries for that year as they applied to street cleaning 
and to sewer maintenance in the Borough of Richmond. It will be 
seen from these summaries that the services were divided according 
to their main activities, such as street sweeping, street flushing, 
refuse collection, refuse disposition, snow removal, etc. Suitable 
units of measure were selected for each activity. The quantities in 
terms of these units both of present work and additional new work 
were set down in two columns, the total quantities being shown in 
a third column. The average cost per unit was then stated and the 
total cost arrived at by the simple process of multiplication. As a 
final step, the total cost was transposed into the figures contained 
in the three columns on the extreme right of the table, which repre- 
sented the services and things to be bought in order that the work 
might be performed. In this manner the cost data were definitely 
linked with the budget estimates. 

Cost figures growing out of current operating experience undoubt- 
edly constitute a valuable source of information in the preparation 
of the budget, but such figures should not be used as the basis of 
appropriation. This is the mistake that New York City made; the 
entire summary schedules which we have noted above were fixed 
in the appropriation ordinance and could not be changed during 
the year except by authority of the board of estimate and apportion- 
ment (i.e. the principal legislative body of the city government, now 
the upper house of the “municipal assembly’’). The legislative re- 
strictions went even further than this : the figures appearing in the 
summary for each function were segregated by quarters of the 
budget year, thus constituting an annual work program, and this 
quarterly segregation was also made a part of the appropriation 
ordinance. With a work program formulated several months before 
the beginning of the budget year and its details fixed by legislative 
enactment, it is not difficult to understand why the so-called '^cost 
data” budget of New York City failed. However, we shall take 
this matter up in more detail in a subsequent chapter.^ 

^See below, pp. 460-462. 
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Data on Performance and Accomplishment. — The work program 
for the current year, where the administration prepares such a pro- 
gram, is a valuable aid to budgeting the forthcoming year. By 
comparing the work program with the budget estimates made for 
the current year, it is possible to show what has actually happened 
due to changed conditions or requirements in making the expendi- 
tures during the year. This has a direct bearing upon the financial 
needs of the succeeding year. Each organization unit of the gov- 
ernment may be required to accompany its estimates with a graph 
showing its expenditures by months or quarters for the preceding 
year and for the current year in so far as the latter year has been 
completed at the time the estimates are prepared. The budgetary 
allotments for the current year, according to the work program of 
the organization unit, should also be shown on the same graph, 
so that a comparison can readily be made between the program and 
the actual expenditures.^ 

The data supporting the expenditure estimates should, if possible, 
cover more than the mere operation of the spending agencies ; they 
should indicate the actual accomplishments resulting from the serv- 
ice. It is one thing to know that a service ii being performed 
economically and effectively, but it is an entirely different thing to 
know what benefit the public is deriving from the service — whether 
or not it is actually worth while. All the salient facts that can be 
brought together which bear upon the results of governmental serv- 
ices would doubtless be a great help to the budget maker in deciding 
upon the detailed requirements as presented in the estimates. A 
method of assembling these facts so they can be presented in some 
systematic form along with the budget estimates should be 
developed. 

Data Concerning Publicly Owned Utilities and Industries . — ^The 
estimates of government owned and operated utilities or other enter- 
prises of a commercial nature should be accompanied with certain 
information not required of an ordinary department or agency. 
Charges for the services of utilities are frequently fixed at rates 
which will produce enough income to make them self-supporting. 
Figures should be furnished with the estimates to show in the case 
of each utility whether this is true. Unit costs for the various 

^ These graphs are usually prepared as an aid in administering the allotments 
for the various organization units. Supplying them with the estimates or repro- 
ducing them in the budget document is therefore an easy matter and does not 
entail additional work- For an illustration of such graph, see below, p, S^S- 
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operating phases of each utility are also of assistance in budgeting 
its needs. 

Complete figures should be supplied with the estimates on the 
production and cost of operation of all institutional, agricultural and 
shop industries. Special budget forms, as we have explained above, 
are often used to secure these figures. Where services are fur- 
nished to the public on a pay basis in connection with the activities 
of departments or institutions of the government, information should 
be supplied with the estimates to show whether or not these services 
are self-sustaining, assuming that such is the policy. 

Construction Projects . — ^We now turn to the data which should 
be offered in support of the estimates for construction projects. 
General maps and diagrams showing the location of proposed proj- 
ects are an aid to budgeting. The annual construction work on a 
state highway system can be more quickly and easily grasped if 
shown on a map of the state. The highway routes can be marked 
in such a way as to indicate the sections which have been completed, 
the sections under construction, and the sections to be constructed 
during the budget period. Renewal work may also be shown on 
the same map. In a similar manner street construction and renewal 
work can be shown on maps or plans of the city. In constructing 
various kinds of improvements in cities, such as street openings 
and widenings, parks, playgrounds, school buildings, civic centers, 
transportation lines, etc., maps can be used to an advantage in set- 
ting forth the projects. In fact, such maps are indispensable in 
showing the areas or zones over which special assessments are fre- 
quently spread to finance all or part of the cost of local improvements. 

On specific construction projects, engineers’ and architects’ plans 
and figures should be supplied with the estimates. Where a project 
is part of a major improvement, it should be shown in relation to 
the whole plan by means of a map or drawing. * For example, in 
adding buildings or units to an institutional plant a diagram of the 
entire plant should be presented showing the part that has been 
completed and the projected buildings in relation to the future plan 
of development. If no such plan has been worked out, then it 
should be done ; only in this way can systematic and economical 
development be brought about. This is particularly true of educa- 
tional, charitable, correctional and penal institutions. Complete floor 
plans of individual buildings should be furnished with the estimates. 
The 1928-29 school budget of the city of Detroit, for example, 
supplies floor plans of all school buildings to be erected during the 
budget year. It also furnishes supplementary information which is 
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helpful in determining the need for each school building, although it 
does not set forth many facts that are really significant in connection 
with the housing of the school system^ As an illustration of the 
general character of this information, the following is quoted from 
the budget. 


Group I — Elementary Schools 

STATE FAIR — CARBON I SITE — Nolan Intermediate School Relief 
Boundaries 

The district from which this school will draw its membership is bounded 
by Eight Mile Road on the north, Dequindre Street on the east, Seven Mile 
Road on the south, and John R, Street on the west. 

Present Situation 

A survey indicates that 1,001 children of elementary grade live within 
this district. Of this number 984 are now housed in the Benjamin A. Nolan 
Intermediate School at Hawthorne and Outer Drive, and in the temporary 
buildings on the Nolan site. The Nolan Intermediate, a school as yet lack- 
ing a health unit, has a capacity of 1,400 and a membership (including 984 
elementary pupils) of 2,028. The present membership of intermediate school 
pupils at the Nolan is 1,044. R is estimated that the number of seventh, 
eighth and ninth graders in this school will be about 1,250 during the com- 
ing semester. It is therefore evident that provision should be made for the 
removal of the 984 elementary pupils at the earliest moment possible. 

Growth 

This is a rapidly developing community. The growth in school member- 
ship from 1925 to 1926 was 31.5, and from November, 1926 to November, 
1927, was 91. 1. 

There are in this district at the present time 173 single houses and 5 
duplexes which are unoccupied or under construction. There are also many 
vacant building lots in this area. 

The crowded condition at the Nolan Intermediate and the outlook for 
continued growth makes the need for a new elementary school urgent. The 
site selected is one block north from the Nolan School and almost exactly 
at the center of the district. 

Recommendation 

Erection on a site at State Fair and Cardoni of a complete 24 section ele- 
mentary school building, capacity 1,360. 

Estimated Cubage and Cost 
Estimated cubage — 1,127,970 
Estimated cost at 36 cents per cubic foot — ^$406,069. 

Public Debt Requirements . — -Public debt requirements do not 
usually relate to the estimates of the various governmental spending 

^ See “Construction of School Buildings in the Towns and Smaller Cities of 
New York,’' Report of the Special Joint Committee on Taxation and Retrench- 
ment, Legislative Document No. 60, February i, 1929, Part II, especially pp, 15-20. 
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agencies; rather they are charges on the government as a whole. 
For this reason they are usually determined separate and apart from 
other estimates, although they may be included in the expenditure 
totals of the fiscal department or office which is charged with the 
retirement of the bonds and the payment of interest. Debt redemp- 
tions and interest charges, unlike other estimates, can be calculated 
exactly, if the proper method is followed. There should be no 
difficulty in arriving at the requirements for serial bond retirements 
or interest payments. The computation of sinking fund install- 
ments, however, is somewhat more complicated. Such installments 
should be computed each year, if the legal provisions under which 
the bonds have been issued permit this to be done. In this way the 
condition and earning of each sinking fund can be taken into 
consideration annually and the amount of the installment adjusted 
accordingly. Computations of the debt requirements should be made 
by the budget officer or the chief accounting officer of the govern- 
ment and the detailed work sheets should be preserved for future 
reference. 

Data zvith Reference to Income , — There are certain data which 
should be furnished in support of the income estimates. In calcu- 
lating the income for the budget period, the surplus or deficit at 
the beginning of this period should be known. This figure is arrived 
at by the use of a fund balance sheet which sets forth the condition 
of each governmental fund on the first day of the budget period. 
Of course such figure will be an estimate until the year in progress 
has been completed, but it will usually be based upon nine or ten 
months’ actual experience, depending upon when the budget is 
formulated. The sources of revenue which are more or less con- 
stant for the budget period are often calculated on the basis of 
the collections of prior years.^ This assumes that accurate figures 
are available for these years. Data with reference to economic and 
industrial conditions are often valuable in this connection.^ Where 
special assessments are used, as a means of financing the cost of 
local improvements, information should be supplied as to the method 
of spread and the areas or zones assessed should be clearly indicated 
on maps. If assessment districts overlap, it is important to know 
the amount that has already been assessed on the property. In some 
cities this situation presents quite a problem. To compute the gen- 
eral property tax, which is the flexible source of revenue especially 
in local governments, it is only necessary to have the total valuation 

^ See below, pp. 317-320 for methods of estimating revenues. 

® See above, pp. iSS-159. 
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of the taxable property. The computation of the tax, however, is 
one thing; its collection is quite another. If the tax base to which 
the rate is applied includes personal property, a considerable per- 
centage of the levy will almost invariably prove to be incollectible. 
If the methods of valuation are inadequate, the courts may set aside 
individual valuations or reduce them by substantial amounts. Each 
of these factors may reduce the actual tax collections below the 
requirements which had been estimated when the tax rate was 
struck. So the process is not as simple as one might think at first 
blush. Finally, when the budget is to be financed in part by the 
issuance of bonds, the budget making authority should be supplied 
with complete data as to the redemption requirements of the existing 
debt, if any, so that a plan of spreading the retirement of the 
proposed loan over future years may be properly worked out. 
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THE BUDGET MAKING PROCEDURE 




CHAPTER IX 


THE BUDGET MAKING AUTHORITY AND ITS 
STAFF AGENCY 

The budget making procedure includes the preparation and bring- 
ing together of the estimates, both of expenditures and income, the 
review and revision of these estimates, the framing of the budget, 
the approval of the budget, and the voting of the budget bills. Obvi- 
ously, the different steps in this procedure must be carried out by 
some governmental agency. If we stop to analyze these steps, we 
will see that they involve both executive and legislative functions. 
Some are distinctly executive or administrative in character ; others 
are distinctly legislative. For example, the preparation of the esti- 
mates is an administrative matter, while the voting of the budget 
bills is a legislative matter. But the nature of the intervening steps 
between these two extremes is not so clear, especially if we search 
the budgetary experience of this country for an answer; at one time 
each of these steps has been performed by a legislative agency, at 
another time nearly every one of them has been performed by an 
executive or administrative agency. However, the recent trend of 
budgetary development suggests the possibility of drawing a line 
between those steps in the budget making procedure which are in 
practice essentially executive and those which are legislative in char- 
acter. This line of demarcation assigns to the executive the prepara- 
tion, review and revision of the estimates and the framing of the 
budget plan ; it assigns to the legislative body the examination, revi- 
sion, and approval of the budget plan and the enactment of the 
budget bills to carry this plan into effect. 

Of course, this division of the budget making procedure into two 
stages, the first of which may be designated as the formulation of 
the budget and the second as tht adoption of the budget, is not 
rigidly followed in practice, as we have already indicated in Part 1. 
The executive does not generally perform all the duties involved in 
the first stage, nor does the legislative body confine itself strictly 
to those pertaining to the second stage. Furthermore, these two 
agencies do not work at budget making in separate, noncommunicat- 
ing compartments ; there is, or ought to be, some cooperative rela- 
tionship between them, particularly in the second stage. 

283 
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The Budget Making Authority. — The governmental agency 
charged with carrying through the first stage, that is, the series of 
steps leading up to and including the formulation of the budget plan 
for submission to the legislative body, is designated for the purpose 
of this discussion as the budget making authority. In the previous 
chapters we have frequently referred to this agency as the ‘‘budget 
maker/’ as well as the “budget making authority.” 

In the United States, particularly in the state and local govern- 
ments, the budget making authority is of three general types : the 
executive type, the board type, and the legislative type. These 
types may be briefly defined in the following manner. The executive 
type makes the chief administrative officer of the government— the 
governor, the mayor, or the manager — responsible for the formula- 
tion of the initial budget plan. The board type places this responsi- 
bility on a designated board or commission, usually consisting of 
administrative officers, but sometimes of both administrative and 
legislative officers ; the legislative type places it on some committee 
or officer of the legislative body, A brief discussion of each of these 
types follows. 

The Executive Type , — The executive type of budget making 
authority is by far the most popular of the three types and is in- 
creasingly becoming more so. The national budget system has this 
type of authority, namely, the President. The budget laws of two 
thirds of the states now require the governor to prepare and initiate 
the budget in the legislature. However, as yet, he is little more than 
the nominal budget making authority in perhaps half of these states. 
This is due mainly to two things: in the first place, he does not 
have the proper staff assistance and the necessary information to 
formulate the budget ; in the second place, he is not in a command- 
ing position with respect to the administrative organization of the 
state government so that he can properly execute the budget when 
it has been adopted by the legislature. The recent movement toward 
administrative reorganization and consolidation has, however, greatly 
strengthened the governor’s position as the budget making authority. 
This is the case in a dozen or more states which have already adopted 
more or less complete reorganization plans.^ The executive type 
of budget making authority has spread rapidly in the cities within 
the past ten or fifteen years largely as a result of the adoption of the 
newer forms of city government— the centralized mayor form and 
the manager form. But as yet, this type has not found favor with 

* See A. E. Administrative Consolidation in 4th edi- 

tion, January, 1928, published by the National Municipal League. 
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the county governments mainly because of the archaic and admin- 
istratively irresponsible organization that exists in these govern- 
ments throughout practically every state in the Union. The fact 
is that counties have been very backward in adopting budgetary 
methods ; usually they do so only when required by state legislation. 
The general lack of executive direction and leadership in existing 
county organization has undoubtedly had something to do with 
retarded budgetary development in these units of government. 

But let us turn for a moment from the practical to the somewhat 
theoretical side of this subject. It is the consensus of opinion among 
those who have studied the problems of public budgeting that re- 
sponsibility for the initial budget plan should rest upon the chief 
executive or administrative officer of the government. We cannot 
quote a more convincing statement on this point than the opinion of 
Rene Stourm, the noted French writer on the budget. 

The executive alone can and should do this work [prepare the budget]. 
Situated at the center of government, reaching through its hierarchical or- 
ganization to the smallest unit, the executive more than anybody else is in a 
position to feel public needs and wishes, to appreciate their comparative 
merits, and accordingly to calculate, in the budget, a just appropriation which 
each of these needs and wishes deserves. Others may know certain details 
as well, possibly better than the executive, but nobody can have so extensive 
and impartial a view of the mass of these details, and no one can compro- 
mise the conflicting interests with so much competence and precision. More- 
over, the executive, charged with the execution of the budget, is compelled, 
through concern as to his future responsibility, to prepare as well as pos- 
sible the plan. ^ 

Of course, when M. Stourm wrote this passage in 1913, or per- 
haps earlier, he had in mind only the budget systems of European 
countries : budgetary development had scarcely begun in this coun- 
try at that time. His generalizations were therefore based upon 
European experience, but this experience was ample, in fact, abun- 
dant. In the case of England, it extended back over a period of 
more than two hundred years. The experience of the United States 
for the past fifteen or twenty years, if viewed in the large, certainly 
gives no substantial ground for an opinion different from that 
expressed by M. Stourm. This is evident from the stand taken by 
American writers on the budget, who have practically without 
exception endorsed the executive type of budget making authority.^ 
They are convinced that this type is the only one that fully measures 
up to the two essential requirements of the budget making authority, 

^ Rene Stourm, The Budget, translation of 7th edition, I9i3> PP- 53”54* 

® Perhaps the most notable among these is Frederick A. Cleveland. 
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namely, (i) it should be an administrative rather than a legislative 
agency, and (2) it should be the same agency which is responsible 
for the execution of the budget, that is, the directing head of the 
government. The board and legislative types, they maintain, fall 
short of these requirements, especially with respect to the carrying 
out of the budget plan. In the face of this opinion, why, we may 
ask, have the latter types been established in this country ? Largely, 
it appears, to meet local conditions where political expediency was 
uppermost. These types were created and will continue to exist 
mainly because of the archaic governmental organization and meth- 
ods which abound in many of our state and local units. 

Before going on to discuss the board and legislative types, we 
should mention one thing respecting the executive type in certain 
states. The budget laws of North and South Carolina require the 
chairmen of the legislative committees handling appropriations and 
means of financing the budget to sit with the governor at the public 
hearings on the budget estimates. They may advise with him upon 
the financial requirements of the various spending agencies, but 
responsibility for submitting the budget plan to the legislature is 
placed squarely on the governor. In Virginia it is the practice for 
the governor to invite five members of the legislature to advise with 
him on the preparation of the budget. For the same purpose, the 
governor of New Jersey invites the state comptroller and the state 
treasurer, both of whom are appointed by the legislature. No valid 
objection can be made to this practice so long as the governor is 
left free to make his budget recommendations to the legislature 
and is unhampered in carrying out the budget plan. Under these 
conditions, such practice, although based upon legal provisions, does 
not restrict the executive authority in budget making. 

The Board Type , — The board type of budget making authority is 
found in several states and a number of local units of government. 
It is constituted in either of two ways : wholly of administrative 
officers, or of administrative and legislative officers. Of the four- 
teen states having the board type at the present time, ten have budget 
boards or commissions consisting entirely of administrative officers. 
Most of the members of these budget making agencies are ex officio ; 
in some instances, however, the governor appoints certain members 
who have no other administrative duties. The governor, in nearly 
every case, is a member of the budget board or commission. Usu- 
ally the elective administrative officers of the state government are 
also members, although they may not all be included. The West 
Virginia board of public works, which is required by constitutional 
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amendment to prepare the state budget, is an example of a budget 
making authority that includes all the elective state officials, namely, 
the governor, secretary of state, auditor, treasurer, attorney general, 
superintendent of public schools, and commissioner of agriculture. 
There are four states, as we have indicated above, which have 
representatives of the legislature on their budget boards,^ The 
chairmen of the senate and house appropriations committees, or of 
the ways and means committees, or of both, are usually members; 
sometimes other legislative officers are also members. In every 
instance the governor is a member. An example of such budget 
making authority is the state board of public affairs of Wisconsin, 
which is composed of the governor, secretary of state, president of 
the senate, speaker of the house, chairmen of the senate and assembly 
finance committees, and three members appointed by the governor 
with the senate's approval^ 

Among the cities, there are a number — some of them large cities 
— that have so-called boards of estimate, or estimate and apportion- 
ment, which serve as the budget making authority. These boards 
are generally composed of the heads of the more important depart- 
ments of the city administration and certain representatives of the 
council. Notable among the cities with such boards are New York, 
St. Louis, Baltimore, and Milwaukee. The board of estimate and 
apportionment of New York City consists of the mayor, the comp- 
troller, the president of the board of aldermen, and the five borough 
presidents, the first three members being elected at large and cast- 
ing nine out of a total of sixteen votes allowed the board. Under 
the home rule act recently adopted, this board constitutes the upper 
house of the “municipal assembly” ; it not only formulates but votes 
the so-called budget of the city government. Its action is subject 
to approval by the board of aldermen, but this approval is usually 
a most perfunctory matter. What we have therefore in the case 
of New York City is a hybrid budget making agency, a cross between 
the board type and the legislative type. It is in reality similar to 
the commission in the commission governed cities, which combines 
the executive and the legislative functions in one and the same 
body. A more clear-cut example of the board type of budget making 
authority in cities is the St. Louis board of estimate and apportion- 
ment; it consists of the mayc^r, the comptroller, and the president of 
the board of aldermen. 

^ See above, p. 28. Also see Appendix L 

^The 1929 legislature of Wisconsin has just passed a law which contemplates 
making the governor the sole budget making authority. 
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Passing mention should be made of some rather tintistial agencies 
of the board type which are concerned with the supervision of 
budgeting in certain local governments. Notable agencies of this 
kind are the board of estimate and taxation of Minneapolis and the 
tax supervising and conservation commission of Multnomah County, 
Oregon. The Minneapolis board consists of the mayor, city comp- 
troller, chairman of the ways and means committee of the city 
council, a representative of the board of education, a representative 
of the board of park commissioners, and two elective members. 
This board has power to review the budget estimates and to fix a 
maximum amount that can be raised by taxation for each of the 
thirty-seven city funds. In this way, it becomes the coordinating 
agent for some five separate tax levying bodies within the city 
government. The tax supervising and conservation commission of 
Multnomah County consists of three members appointed by the 
governor of the state. Its duty is to pass on the budgets of all 
governmental units within the county, the largest and most impor- 
tant of which is the city of Portland. This commission may not 
increase budget items, but it may reduce or eliminate them. The 
executive functions of both the Minneapolis board and the Mult- 
nomah County commission are performed by secretaries. We may 
also mention in this connection the county budget commission re- 
cently established in each county in Ohio. It is composed of the 
county auditor, the county treasurer, and the prosecuting attorney. 
It has authority to review the budgets of all governmental units 
within the county, to determine the tax rates on general property 
within certain legal limits and to revise the local budgets accordingly. 

The main weakness of the board type of budget making authority 
is its lack of unified control over the carrying out of the budget 
plan. In most cases it is part and parcel of complicated and mal- 
adjusted governmental machinery. It appears to go with the archaic 
forms of state organization and with the older forms of city gov- 
ernment, such as the decentralized mayor and the commission forms. 
As state governments have reorganized their administrative ma- 
chinery, the board type has almost invariably given place to the 
executive type,^ The same thing has taken place in city governments 
where the strong mayor and the manager forms have superseded 
the older forms. 

The Legislative Type,—Th.t legislative type of budget making 
authority, that is, a committee of the legislative body, may be re- 

^See Appendix I for table showing recent changes in this respect in the various 
state governments. 
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garded as the original type of such authority. It existed in some 
form in all our governmental units long before budgeting, in the 
sense we now use the term, was even thought of as a proper and 
necessary procedure of government. Legislative committees in those 
days collected the expenditure requests, put them in the form of 
bills and submitted them to the legislative body for its action. This 
was a harum-scarum method of financing the government, as we 
have pointed out in the beginning of the second chapter. It usually 
took no account of the anticipated revenues or their relation to the 
proposed expenditures; in short, it was planless. When budgetary 
procedure was adopted, these legislative committees were not in a 
position to formulate the budget plan. They did not have the neces- 
sary time to make such a plan and they lacked contact with the 
actual work of government. So they were superseded by the execu- 
tive and board types of budget making authorities in so far as the 
formulation of the initial budget plan was concerned, although they 
remained as an agency to review that plan for the whole legislative 
body. 

While the legislative type of budget making authority has not 
yet vanished, it is fast going. It is to be found only in the state 
of Arkansas, a few cities, and several smaller units of government. 
The Arkansas budget law requires a specially constituted committee 
to prepare the budget for the legislature. This committee is com- 
posed of seven members of the house named by the speaker and 
five members of the senate named by the president. The state 
auditor’s office acts as a kind of staff agency in bringing the budget 
estimates together for this committee. The most notable examples 
of cities with the legislative type of budget making authority are 
Chicago, Los Angeles, San Francisco, Providence, and Atlanta. 
In Chicago the budget is prepared by the finance committee of the 
council through the aid of a permanent staff agency. The mayor 
has practically nothing to do with the budget until the appropria- 
tion ordinance is presented to him for approval after it has been 
voted by the council. In the other cities mentioned above, the budget 
is prepared by the finance committee of the council, but with only 
temporary staff assistance. With the modernization of these gov- 
ernments, this type of budget making authority seems destined to 
disappear. Generally speaking, it is not conducive to careful budget 
planning. 

The Budget Staff Agency. — ^Whatever the type of the budget 
making authority, it must have a competent staff agency. It seems 
unnecessary to enter into an extended argument to show this need. 
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Obviously, someone must gather and compile the information for 
the preparation of the budget. This can best be done by a staff 
agency. For example, let us observe the executive when serving in 
the capacity of budget maker. Except in the smaller governments, 
he is usually burdened with administrative duties to such extent 
that he can scarcely find time to supervise the details of budget 
making. Furthermore, he is not always technically equipped to 
set up the budget document in the most approved manner. For 
these reasons he ought to have the assistance of one or more per- 
sons who have a systematic knowledge of the methods of public 
budgeting and some experience in fiscal operation. The number of 
persons required on the budget staff naturally depends upon the 
size of the government. In the larger units of government a staff 
of several persons may be required to prepare the budget, as we 
shall point out later; but one person may be able to do the work 
in the smaller units, and in some instances oart of his time may be 
available for other fiscal work. 

The budget staff agency should be permanent ; at least, it should 
have a nucleus of employees that continues from year to year. Tem- 
porary staffs, recruited each budget making period, are generally 
unsatisfactory. However, it is possible to supplement a small perma- 
nent staff with specialists temporarily furnished by other govern- 
mental departments and by private agencies. This has been success- 
fully done in practice. Engineering services, for example, are 
sometimes, supplied by the department of public works. Govern- 
mental research bureaus and agencies, which are now widely estab- 
lished throughout the country, frequently give assistance to the 
budget staffs of the various governmental units, particularly those 
in the larger cities. 

At the present time the budget making authorities of about half 
the state goveniments and a large majority of the city and other 
local governments are without permanent staff agencies. In most 
instances these authorities resort to the use of temporary help for 
a short period during the actual preparation of the budget. This 
help may come from administrative departments or from private 
agencies. At best it is nothing more than a makeshift. It is no 
wonder that many of the budgets prepared in this way are hardly 
worthy of the name. 

However, the number of permanent staff agencies is rapidly in- 
creasing as need for them in budgetary work grows more urgent. 
Many of these agencies were created when the budget system was 
inaugurated in the various governmental units, but several of them 
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have been provided by later legislation. A few have been abolished ; 
although in most instances they have been reconstituted in different 
forms. The permanent budget staff agencies now established in the 
national government, about half the state governments, and a num- 
ber of the leading city governments, may be grouped under three 
general classes, as follows: (i) departments of general fiscal admin- 
istration, (2) budget bureaus or offices, and (3) staffs of budget 
boards or committees. The first two classes are generally found 
ill connection with the executive type of budget making authority, 
while the third class is associated with the board type or the legisla- 
tive type of budget making authority. The departments of general 
fiscal administration are distinguished from the other agencies mainly 
by the fact that they have wider powers of financial supervision 
extending to the execution of the budget. Each class of budget staff 
agency is discussed more at length below. 

Departments of Ge^teral Fiscal Administration , — Departments 
with powers of general fiscal administration are to be found in 
several state governments which have been recently reorganized 
and in a number of cities with the manager or the strong mayor 
forms of government. Each of these departments acts not only 
as a staff agency to the executive in the preparation of the budget 
but it also supervises in some degree the carrying out of the budget 
plan under his direction. Its powers usually cover all the important 
phases of financial management. Furthermore, it is in a position 
of authority in the administration since it has the status of a regular 
department, its head generally being on an equal footing with the 
other departmental heads. In this respect, it is similar to the Eng- 
lish Treasury Department, which serves as the budget staff agency 
to the British executive. 

The first one of these departments to be established in any state 
government was the Illinois department of finance, created under 
the administrative reorganization act of 1917. At the time of its 
creation, it was one of nine administrative departments which took 
over the powers and duties of more than one hundred statutory 
agencies. However, in the reorganization no work performed by 
previously existing agencies was given to the department of finance, 
except the functions of the governor's auditor and the compilation 
of the budget estimates by the legislative reference bureau. Strictly 
speaking, it was not regarded as a spending agency, that is, it was 
not concerned directly with the spending of state funds in the per- 
formance of governmental services. By reason of this position, it 
was granted broad financial supervision over the other spending 
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departments.^ This supervision was extended under the finance code 
enacted in 1919, so that the powers of the department of finance 
were made to apply in a large measure to the constitutional, as well 
as the statutory, departments and agencies of the state government. 
Hence, it came to be regarded, particularly under Governor Low- 
den’s administration, as the most important department in the reor- 
ganized plan of state government. 

A brief description of the internal organization and a synopsis 
of the existing powers of the Illinois department of finance are of 
interest in this connection. This department is headed by the direc- 
tor of finance, who is appointed by the governor with the senate’s 
approval. The annual salary of the director is $7,000, and his term 
is the same as that of the governor, namely, four years. The sub- 
ordinate officers in the department are the assistant director of 
finance, the administrative auditor, the superintendent of budget, 
the superintendent of department reports, and the statistician. While 
these officers are all appointed by the governor, they are under the 
supervision of the director of the department. The office force of 
the department consists of about a dozen employees. All powers 
and duties are vested by law in the department rather than in the 
director or any of the subordinate officers. The director has author- 
ity to distribute the work of the department to the subordinate 
officers and employees, except in so far as the titles of the subordi- 
nate officers indicate the work which they are to do. The chief 
functions of the department are briefly as follows: to examine the 
accuracy and legality of the accounts and expenditures of the other 
departments, particularly those of the statutory departments ; to pre- 
scribe and install a uniform system of accounting and reporting; to 
examine, approve or disapprove all bills, vouchers and claims against 
the other departments; to consolidate the estimates and frame the 
budget for submission to the governor; and to formulate plans for 
better coordination of the work of the departments. While the 
accounting and auditing work of the department of finance dupli- 
cates to some extent that of the elective state auditor, this situation 
is unavoidable without constitutional changes. In the preparation 
of the budget, the superintendent of budget compiles and analyzes 
the estimates and other data for the scrutiny of the director of 
finance, the latter having authority to alter the estimates of the 
various departments as he may see fit. This authority, coupled 
with subsequent budgetary control, makes the director of finance, 

^ For further discussion on this point, see below, p. 446. 



THE BUDGET MAKING AUTHORITY 293 

next to the governor, the most powerful officer in the state 
administration. 

Since the creation of the Illinois department of finance, several 
states have established similar departments. The more notable of 
these departments are the departments of finance of Nebraska, Ohio, 
South Dakota, and Vermont, the department of finance and taxation 
of Tennessee, and the department of efficiency of Washington. 
There is a single director or commissioner at the head of each of 
these departments who is directly responsible to the governor. In 
each case the department serves as a budget staff agency to the gov- 
ernor and at the same time performs most of the other duties of 
the Illinois department. However, these departments, with the pos- 
sible exception of the Washington department of efficiency, are also 
spending agencies; that is, they perform certain services, such as 
purchasing and storing of supplies, general personnel control, and 
supervision of the state tax system. In so far as these services or 
functions are strictly fiscal in character, they may be regarded as 
being part of the work of the department of finance, although the 
scope is much more extended than that contemplated by the original 
Illinois department. But when the department of finance undertakes 
services like the regulation of banking and insurance companies, as 
in the case of the Vermont department of finance, it has overstepped 
the bounds of strictly financial functions. Such services undoubt- 
edly belong to other operating departments. 

Another kind of department of general fiscal administration is to 
be found in Massachusetts. It was established in 1922 and is known 
as the commission on administration and finance. The commission 
consists of four members appointed by the governor with the con- 
sent of the administrative council for overlapping terms of four 
years, a period equal to two gubernatorial terms. Aside from being 
headed by a commission, it has a broader scope than the Illinois 
department of finance. Its organization consists of a comptroller's 
bureau, a budget bureau, a purchasing bureau, and a division of per- 
sonnel and standardization. One of the commissioners acts as head 
of each of the bureaus, and a director appointed by the commission 
is head of the division. Extensive authority is vested in the commis- 
sion over the business management of the various state departments 
and institutions. All general accounts are kept by the comptroller’s 
bureau, the elective auditor keeping no accounts in connection 
with his auditing work. The budget is prepared for the gov- 
ernor by the budget bureau, using the accounting data collected and 
compiled by the comptroller’s bureau. The work of the commission 
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heads tip in one of its members, who is designated as chairman and 
who stands somewhat in the position of a state business manager. 

In 1925, Minnesota created a department of administration and 
finance which is fashioned after the Massachusetts department, but 
its powers are not so extensive as those of the latter. It is headed 
by a commission of three members appointed by the governor with 
the consent of the senate for terms of six years. It is organized 
under the comptroller’s division, the budget division, and the pur- 
chases division. The comptroller’s division keeps a general set of 
accounts which largely duplicates those kept by the elective auditor. 
The budget division gathers the information and prepares the state 
budget for the governor. The commission has power, with some 
exceptions, to classify and regulate the personnel of the state 
government. 

California recently established a department of finance which is a 
cross between the Illinois and the Massachusetts departments. This 
department has as its administrative head a director appointed by the 
governor and serving at his pleasure; it also has as a kind of rule 
making body a board of control, consisting of the director, the chief 
of the division of service and supply within the department, who 
is appointed by the governor, and the elective state controller. The 
director has broad authority to supervise the fiscal operations of the 
state government. He is required to audit the accounts of all state 
agencies, to prepare the state budget for the governor, to authorize, 
with the governor’s approval, expenditures to meet deficiencies, to 
stop the treasurer from paying claims authorized by the state con- 
troller which he does not approve, to invest certain funds, to buy 
bonds of local subdivisions, to lease or sell properties belonging to 
the state, to approve all contracts before they are entered into, and 
to devise a uniform accounting system for all state agencies. 

In three states — Idaho, Utah, and Pennsylvania — single headed 
departments exercising general budgeting and fiscal supervision have 
been created and later changed or abolished. In 1919, a department 
of finance was created under the Idaho reorganization plan, but in 
1921 its fiscal functions were taken away and vested in the elective 
auditor’s office and in a budget bureau under the governor’s office. 
Although the department retained the same name, it was given cer- 
tain regulative functions from another department which were en- 
tirely foreign to fiscal control. A department of finance and purchase 
was created in Utah in 1921, which acted as a budget staff agency 
to the governor and in addition exercised certain general fiscal 
supervision. It went by default in 1925 for lack of an appropriation 
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to meet its operating expenses. Under Governor Piiichot’s reor- 
ganization of the administration of Pennsylvania there was created 
in 1923 a department of state and finance by the addition of certain 
budgetary powers to those already exercised by the secretary of 
state, an appointee of the governor. In 1927 these powers were 
transferred to a budget secretary under the governor's office who 
now prepares the budget for the governor to transmit to the 
legislature. 

Several cities with the strong mayor or the manager forms of 
government have established departments of finance, each with a 
single head appointed by the mayor or the manager. Very good 
examples of such departments are to be found in Denver and Toledo 
under the strong mayor form of government and in Cleveland and 
Rochester under the manager form of government. Each of these 
departments includes the essential financial functions of the city gov- 
ernment, such as general accounting control, custody of city funds, 
purchase of supplies and materials, and assessment and collection of 
taxes and licenses. The head of the department, or one of his sub- 
ordinate officers, is responsible for the preparation of the budget 
under the supervision of the mayor or the manager. The informa- 
tion for budgetary planning is assembled throughout the fiscal year 
in the process of controlling the execution of the budget. In short, 
the department of finance is an essential part of the mechanism of 
successful city administration and management.^ 

Budget Bureaus or Offices Under the Executive , — Budget bureaus 
or offices are more limited in their functions than the departments 
of finance already described. They deal mainly with the prepara- 
tion of the budget, although in many cases they exercise some 
supervision over the execution of the budget. As budget staff 
agencies, they are quite popular at the present time, having been 
established in the national government and a number of state and 
local governments. 

The most notable budget bureau in the country is the Bureau of 
the Budget of the federal government, which was established in 
1921 when the national budget system was adopted. While this 
Bureau is technically under the Treasury Department, it is actually 
attached directly to the office of the President. The head of the 
Bureau, called the Director of the Budget, is appointed by and serves 
at the pleasure of the President. There is also an assistant director, 
likewise appointed by the President. The appointment of these 
officers .does not require the approval of the Senate, as is the usual 

^ See Municipal Finance, by A. E. Buck and others, 1926, pp. 13-27. 
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method with other presidential appointees.- They may therefore be 
considered the personal representatives of the President, which is 
regarded as one of the important features of the national budget 
system.^ The Director receives an annual salary of $10,000 and 
the assistant director gets $9,000.^ The Director appoints all the 
subordinate ofl&cers and employees of the Bureau, of which there 
are about forty at the present time. The annual operating expenses 
of the Bureau amount to $183,000, of which approximately $157,- 
000 is for salaries. 

The main function of the Bureau of the Budget is to act as the 
staff agency to the President in the formulation and submission 
of the national budget to Congress. Aside from this, it maintains 
records of the quarterly apportionments or allotments of the appro- 
priations made by the several spending agencies of the government 
which are followed in the execution of the budget. Perhaps the 
most important subunit of the Bureau is the division of estimates, 
which compiles the budget document, supplies supporting data to 
be transmitted to Congress with the supplementary and deficiency 
estimates, and keeps the records of cjuarterly apportionments of 
appropriations. . There is a board of estimates in the Bureau, con- 
sisting of the director and nine of his subordinate officers, which 
holds hearings or conferences with the various spending agencies 
and revises the estimates for the President’s consideration. There 
are also twelve so-called investigators in the Bureau which are 
assigned to study the estimates of the various departments and 
other spending agencies of the government in the light of their 
operations and needs. Each department has a budget officer, desig- 
nated as such by the head of the department, who serves as the 
contact person between the department and the Bureau of the Budget. 
Cooperation between the Bureau and the spending departments 
and agencies is brought about through the “federal business associa- 
tions” and the “Business Organization of the Government,” the 
latter holding semiannual meetings at Washington.^ 

More than a dozen states have established budget bureaus, divi- 
sions, or offices under the direction of the governor. Under the 
recent reorganization of the New York state government, a division 
of the budget was created in the executive department, headed by 
a director of the budget appointed by the governor and serving at 

^ See W. F. Willoughby, T/ie National Budget System^ Chapter V, particu- 
■1arly^,n./4i.:, ■ ■ 

^ The national budget for 1930 recommended a salary of $12,000 for the Director, 
which was not approved by Congress. 

See below, pp. 545-549. 
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his pleasure. It is fashioned after the national Bureau of the Budget. 
Five other states — Idaho, Iowa, Kansas, Pennsylvania, and Virginia 
— have budget bureaus or divisions similar to that of New York, 
the heads or directors of which are directly responsible to the 
governor. South Carolina and Wyoming have budget secretaries 
attached to the governor’s office. North Carolina has a budget 
assistant to the governor. Colorado has a budget and efficiency 
commissioner appointed by the governor. In Indiana the state 
examiner of accounts, who is appointed by the governor, serves as 
the budget officer. New Jersey has two budget officers, one repre- 
senting each major political party, who assist the governor and the 
state house commission in the preparation of the budget. The as- 
sumption here is that the preparation of the budget is a partisan 
rather than a technical matter, that even the bare facts and figures 
which go into the budget must be scrutinized in the process of com- 
pilation by party representatives in order to keep one party from 
putting something over on the other. It is not considered enough, 
apparently, for the members of the legislature to examine the com- 
pleted budget and to criticise it from the standpoint of political 
interests. Maryland, in practice, has a budget officer responsible 
to the elective comptroller, who assists the governor in preparing 
the budget.^ In Rhode Island a state commissioner of finance was 
recently provided for, who not only prepares the budget for the 
governor and the legislature but also has certain supervisory powers 
over the expenditure of public funds similar to those exercised 
by the state departments of finance. Although appointed by the 
governor with the senate’s approval, he has a fixed term of office 
which is twice that of the governor. 

As a rule, the budget bureaus, divisions, and offices of the fore- 
going states do not exercise very much authority in the carrying 
out of the budget plan. They frequently require the spending 
agencies or the general accounting office to report to them certain 
expenditure data, but these are used largely for statistical rather 
than administrative purposes. However, in North Carolina and 
Virginia the spending agencies are required to allot their appropria- 
tions in anticipation of their quarterly needs and these allotments 
are administered by the budget officers. 

In a few of the large cities, notably New York, Detroit, and 
Boston, the office of budget director or commissioner has been 
created. This officer has much the same duties as those of the 

^The governor recently designated the state purchasing agent as his budget 
assistant. 
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state budget director ; he is concerned mainly with the collection of 
the estimates and the preparation of the budget. However, in 
New York City the director of the budget does not compile the 
estimates ; in fact, he has no staff for purposes of budgetary investi- 
gation, but relies largely upon the information gathered by the 
budget staff under the secretary of the board of estimate and appor- 
tionment. He plays a minor role in the preparation of the budget, 
merely making certain suggestions with respect to the revision of 
the estimates. His important functions relate to the handling dur- 
ing the budget year of departmental requests for transfers of appro- 
priations, changes in salaries, and the issuance of tax notes and 
revenue bonds. He works in conjunction with a subcommittee of 
the board of estimate and apportionment. His office was created 
in 1923. He is appointed by and serves at the pleasure of the mayor. 
His salary is $12,000 a year. In Detroit a budget bureau has 
been created and attached to the controller's office, the controller 
being an appointee of the mayor. The budget director who heads 
this bureau has a staff of about a half dozen employees. He is con- 
cerned mainly with the preparation of the budget and the investiga- 
tion of the city departments and agencies at other periods of the 
year. In Boston there is a budget commissioner who is head of the 
budget department. He is appointed by and responsible to the mayor. 
His principal duty is the preparation of the city budget. He has a 
small staff to assist him in this work. 

Staffs of Budget Boards and Committees . — ^The Wisconsin state 
board of public affairs is the most notable example of the board 
type of budget making authority with a permanent staff. This 
board has a small staff of accountants, examiners, and clerical em- 
ployees who work under the direction of a secretary. It exercises 
certain powers of general fiscal administration in addition to formu- 
lating the budget for the legislature. The staff conducts investiga- 
tions, makes audits, and secures detailed data for the budget.^ 

In Michigan the state administrative board, consisting of the 
governor, as chairman, and six other elective administrative officers, 
is the budget making authority. This board has delegated the work 
of preparing the budget to a budget commissioner. He is responsible 
for the investigation of the estimates and for the tabulation of the 
budget data which the board submits to the legislature. 

Before the governor became the budget making authority in New 
York State through the adoption of a constitutionar amendment in 

^ Under a law just passed by the 1929 legislature of Wisconsin, a budget bureau 
is to be established under a director of the budget appointed by the governor. 
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1927, the chairmen of the finance and of the ways and means com- 
mittees of the legislature prepared the state budget. In order to do 
this, they had a special budget staff which worked throughout the 
year. The members of this staff investigated the requests for appro- 
priations, compiled the budget estimates, and gathered information 
relative to expenditures and revenues. Although the budget mak- 
ing powers have been transferred to the governor, this staff is 
retained by the chairmen of the two legislative committees to aid 
them in reviewing the governor’s budget and in collecting supple- 
mentary budget data. 

We have already referred to the budget staff under the secretary 
of the board of estimate and apportionment in New York City. 
This staff has been in existence for several years and consists at 
the present time of about thirty examiners, engineers, and inspectors. 
The members of this staff study the departmental requests on 
assignments and make recommendations for revisions at the time 
the budget is being compiled. The budget director may add to these 
recommendations any suggestions that he may have to make as a 
result of being present at conferences between the examiners and 
the heads of the various spending agencies. 

The finance committee of the Chicago city council has a staff 
which compiles the budget estimates and other information for the 
action of this committee. The members of the staff not only scruti- 
nize the estimates but they conduct investigations during the year. 
The budget report to the council and the appropriation bill are 
prepared by the finance committee with the assistance of the staff; 
in fact, the staff does all the detailed work. 

The Larger Sphere o£ the Budget Making Authority. — So 
far we have viewed the budget making authority and its staff 
agency largely from the standpoint of formulating the budget, since 
this is the main theme of our discussion in the three subsequent 
chapters. While the careful preparation of the financial plan is 
essential, this is but the beginning in the budgetary process. If the 
budget making authority is of the executive type, its duties in con- 
nection with the execution of the budget are just as important as 
those relating to the formulation of the budget. In Part IV of this 
book, we shall discuss at length the duties of the executive in connec- 
tion with the carrying out of the financial plan, more emphasis being 
placed on the structural side of government in relation to the budget 
thin we have attempted to set forth in this chapter. 

With respect to the budget staff agencies, we have already indi- 
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cated that many of them merely compile the data for the prepara- 
tion of the budget and have little, or nothing, to do with its execu- 
tion. As we shall show in Part IV, the compilation of financial 
data is only part of the work which the budget staff agency should 
do, assuming that it has been properly organized and developed. 



CHAPTER X 


PREPARATION OF THE BUDGET ESTIMATES 

We now take up the first stage in budgetary procedure, which 
we have already designated as the formulation of the budget. This 
stage involves a number of successive steps carried out under the 
direction of the budget making authority. The more important of 
these steps are as follows: the determination of the general fiscal 
policy, the preparation of the estimates, the review and revision of 
the estimates, the consolidation of the estimates in a tentative budget, 
the holding of public hearings, and the framing of the budget docu- 
ment in final form. In this chapter, we shall discuss the determi- 
nation of the general policy and the preparation of the estimates. 
Then comes the review and revision of the estimates by the budget 
maker with the assistance of his staff agency, the latter producing 
the necessary collateral information for this purpose either prior to 
or at the time of the revision. This step is treated in the following 
chapter. We shall then discuss in Chapter XII the remaining steps, 
namely, the setting up of the tentative budget, the holding of public 
hearings, and the framing of the budget document. 

The initial step in the formulation of the budget, as we have 
indicated, should be the enunciation b]^ the budget maker of the 
fiscal policy which is to be followed. But this step, although quite 
essential, is frequently omitted, partly because budget makers do not 
generally appreciate its importance, and partly because trained budget 
staffs are still lacking in many governments as technical aids in 
developing the necessary facts. Without these facts the budget 
maker is greatly handicapped in outlining the fiscal policy. Under 
these circumstances, the logical second step — the preparation of the 
estimates — ^becomes the starting point in the formulation of the 
budget. 

The preparation of the budget estimates involves the bringing to- 
gether of certain detailed information concerning the expenditures 
and the income of the government which is to be used as the basis 
for the formulation of the budget. As we have already pointed out, 
this information relates chiefly to the period covered by the budget ; 
it sets forth the proposed expenditures and the anticipated income 
for this period. For comparative purposes, the financial experi- 

$01 
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ence of at least two years preceding the budget period is also shown 
on the estimates. This experience may be complete for the two 
years or it may be estimated for the latter part of the year nearest 
the budget period, depending upon when the estimates are prepared. 

General Fisc^ Policy Outlined by the Executive, — The esti- 
mates may be prepared by the spending agencies of the government 
either with or without the enunciation by the executive of a general 
fiscal policy for the budget period.^ The usual practice in state and 
local budgeting is not to outline such policy prior to the preparation 
of the estimates by the various spending agencies. These agencies 
set forth the details of their expenditure requirements for the budget 
period without any limiting suggestions or orders on the part of 
the executive. The matter of general fiscal policy is not brought out 
until the estimates are in the process of review, or perhaps even 
later when the budget document is actually being framed. 

In the national government, however, it has been found desirable 
for the President to outline the general features of his fiscal policy 
before the spending agencies start preparing the estimates. This is 
done at the June meeting of 'The Business Organization of the 
Government,’' which is usually held in the Memorial Continental 
Hall at Washington. All heads of departments, bureaus, and other 
spending agencies of the government, particularly those situated in 
the District of Columbia, attend these meetings which are held in 
January and June.^ Prior to the June meeting the Director of the 
Budget prepares certain preliminary estimates of both expenditures 
and revenues for the budget period, the beginning of which is then 
more than a year away. On the basis of these estimates the Presi- 
dent formulates his fiscal policy and states it briefly at this meeting.^ 

At the meeting which was held on June 21, 1926, President 
Coolidge outlined his "policy” with reference to the budget for the 
fiscal year beginning July i, 1927 (which is called the budget for 
1928) , in these words : 

We are approaching the time for consideration of the estimates of appro- 
priations for the fiscal year 1928. I have expressed to the Director of the 
Bureau of the Budget the hope that these estimates can be kept within a 

^ In practice, such policy has been outlined only where the executive is the 
budget making authority. Budget making authorities of the board and legislative 
types have not interested themselves in the determination of fiscal policy until 
after the estimates have been reviewed. 

^For further discussion of these meetings, see below, pp. 548-549, 

®This was the practice during the Coolidge administration. President Hoover, 
however, did not hold a meeting of “The Business Organization of the Govern- 
ment” in June, 1929, but enunciated his general fiscal policy through a statement 
issued by the Bureau of the Budget 
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limit of $3,200,000,000 exclusive of the postal service and tax refunds. It 
may become imperative before the budget is finally completed substantially 
to reduce that figure. This will depend entirely upon our revenue outlook 
for 1928, concerning which we will have better information a few months 
hence. I say to you frankly that the outlook today is not encouraging. 

With reference to the budget for 1929, President Coolidge spoke 
at the meeting held on June 10, 1927, as follows : 

Another task now facing you is the preparation of your estimates for 
the fiscal year 1929. We are striving, as always, to pave the way for fur- 
ther reduction of debt and of taxes. This in itself necessitates unremit- 
ting effort to hold the level of our expenditure program. After a careful 
study of our probable financial condition in 1929, it is my desire that the 
estimates of appropriations for that year be held within a total of $3,300,- 
000,000. This is exclusive of reduction of the debt, the postal service, and 
tax refunds. This maximum has not been fixed arbitrarily. It is the result 
of careful study of probable financial conditions in 1929. Fixed charges 
have been balanced against the best possible estimate of receipts. In estab- 
lishing this maximum for estimates for 1929 I expect the Budget Director 
to limit the calls of the various departments within this amount. 

President Coolidge again set forth his “policy” respecting the 
budget for 1930, at the meeting held on June ii, 1928, in the fol- 
lowing language : 

In less than six months the budget for 1930 must be laid before the Con- 
gress. I intend that the estimate of appropriations contained therein shall 
reflect expenditures well within our estimated receipts. With this in view 
I have tentatively fixed upon $3,700,000,000 as the amount available for 
estimates for 1930. This figure covers tax refunds, permanent and indefinite 
appropriations, the postal deficit, and funds for extraordinary new projects, 
amounting in all to $460,000,000, which were not included in the maximum 
for 1929. The amount contemplated in the 1930 restrictive figure for the 
ordinary routine operations of government is really less by $60,000,000 than 
the availability for these purposes in 1929. The necessity of keeping expend- 
itures within receipts, the importance of continuing our pay-as-we-go policy, 
cannot be over-emphasized. This primary limitation on estimates is the first 
step toward the continuation of that policy in 1930. It means that there 
will be no latitude for expansion where expansion is not made compulsory 
by new law or by conditions that leave no choice. In preparing your pre- 
liminary estimates for 1930, which you will submit to the Budget Bureau 
by July 15 next, you must keep this in mind. 

The foregoing statements with reference to the budgets for 1928, 
1929, and 1930 show the extent to which the general fiscal policy 
of the executive was set forth by President Coolidge prior to the 
preparation of the estimates. The spending departments and agen- 
cies were forewarned to keep their estimates down and the Budget 
Director was instructed to see that they did. It will be noted that 
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President Coolidge emphasized mainly the expenditure side of the 
budget He had little, if anything, to say about the income side 
of the budget and the possible adjustments that might be made in it. 
His budgetary policy, therefore, related mainly to keeping down 
the expenditure estimates. In this respect, it lacked the breadth and 
significance which ordinarily attaches to the fiscal policy of Euro- 
pean budgeteers, particularly that of the English Chancellor of the 
Exchequer. 

In those states where the governor is the budget making authority, 
a general fiscal policy for the budgetary period ought to be out- 
lined by the executive as a preliminary step in the preparation of the 
estimates. The larger city governments, particularly those with 
the strong mayor and the manager forms, would also find it helpful 
in budget making to follow a similar procedure. In fact, as we 
shall note later in this chapter, certain city managers do attempt to 
develop a fiscal policy as one of the first steps in preparing the 
budget. 

Methods of Gathering Budgetary Information. — It is not an 
easy matter to collect and assemble the budgetary information, the 
general nature and sources of which we have discussed above in 
Chapter VI. Two methods are generally employed : one is through 
the use of written estimates and the other is by direct investigation 
and study. 

The written estimates set forth the financial requirements for the 
budget period of the various units of the government, supported 
by accounting and statistical data covering the fiscal experience of 
two or more years preceding the budget period. These estimates are 
usually provided for by law, and the general nature of the informa- 
tion which they must set forth is often prescribed, as we have 
indicated above in Chapter VIII. In every governmental unit, 
national, state and local, the written estimates contain the primary 
types of budgetary information. These estimates are necessary, in 
fact, indispensable in the preparation of the budget. But they can- 
not present all the budgetary information that it is desirable to 
have ; they should be supplemented by direct investigation and study 
carried on by the budget staff agency or private individuals or 
agencies. 

We have discussed in the preceding chapter the different types of 
staff agencies which are established to assist the budget maker in 
the formulation of the budget. Many of these agencies are perma- 
nently occupied with the collection, classification, and tabulation of 
accounting and statistical data relative to governmental finances— 



PREPARATION OF THE ESTIMATES 305 

such data as will meet the requirements of public budgeting. They 
study the estimates, both of income and outgo; they investigate 
the expenditure needs of the various agencies; they gather supple- 
mentary data on operation and maintenance costs; they make eco- 
nomic, industrial, and business surveys. In this way valuable in- 
formation is produced which the written estimates cannot be expected 
to supply. Furthermore, independent study and investigation by a 
staff agency insures that greater care will be used by the govern- 
mental agencies in preparing the written estimates. 

The general attitude that spending officers take toward the prepa- 
ration of the estimates is worthy of mention in this connection. Are 
the estimates honestly and accurately made? Do they represent 
the best effort of these officers ? Americans are likely to overlook 
such questions. To them one estimate is like another; they fail to 
see that the personal element looms large in financial estimating as 
it does in many other things. This fact, however, has not escaped 
the noted French writers on the budget, Gaston Jeze and Rene 
Stourm. M. Jeze says that nothing can take the place of the per- 
sonal qualities of those who prepare the estimates and he mentions 
sincerity and perspicacity as the most important of these qualities.^ 
M. Stourm is even more insistent on this point. He says: 

Correct estimates demand two primary qualities: wisdom and sincerity. 
Wisdom enables those engaged in preparing the budget to see the future 
clearly— as clearly as possible; sincerity compels them to state the truth 
when they have ascertained it. These two qualities go hand in hand. What 
is the use of being sincere if one is not sagacious; and of what value is wis- 
dom if, through lack of sincerity, the light be hid under a bushel? Which 
is better, not to see the truth or not to tell the truth — ^to deceive or to be 
deceived? Let us repeat, that the combination of these two qualities alone 
leads to correct estiniates,^ 

These personal qualities are desirable not only in the officers who 
prepare the detailed expenditure and revenue estimates, but also in 
the executive or other budget making authority. The balancing of 
the budget is an important fiscal problem which may be solved either 
in an honest and perspicacious manner, or through the juggling of 
figures according to the personal and political ends of the budget 
maker. It is often an easy matter to increase the estimates of antic- 
ipated revenues or to decrease those of the proposed expenditures 
and thus bring the two into equilibrium without the citizens or tax- 
payers being aware of the real situation. 

^ Gaston Jeze, Theorie Generale du Budget, 6th edition, 1922, p, 210. 

® Rene Stourm, The Budget, translation from 7th edition, 1913, p. 170. 
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Preparation of Expenditure Estimates. — The preparation of 
the expenditure estimates is largely a departmental matter. Each 
department, bureau, division, or other spending agency is responsi- 
ble through its administrative head or other designated officer for 
filing its requests on the forms and according to the instructions 
furnished by the budget making authority. In most governmental 
units, estimate forms, such as we have described in Chapter VIII, 
are supplied to the various spending agencies by the budget maker 
or his staff agency. These forms or blanks are usually accompanied 
by instructions on how they are to be filled out. In a few instances, 
the date for sending out estimate blanks to the spending agencies 
is fixed in the budget law. As a general rule, however, only the 
final date for the return of the completed estimates to the budget 
maker or his staff agency is so fixed. It is therefore left to the 
judgment of the budget maker as to when the estimate blanks 
should be sent out. Usually these blanks are supplied to spending 
agencies from one to two months before they are to be returned 
and filed. 

It is the general practice among the various governmental units 
to require only one filing of estimates by the spending agencies. The 
national government, however, requires the spending agencies to file 
estimates twice for the same budget period, the first being called 
'"preliminary estimates’ ' and the second "revised estimates.” The 
preliminary estimates are submitted to the Bureau of the Budget 
about July 15 of each year. These estimates are entered on the 
sheets of the preceding budget and show the tentative requests in 
lump sum amounts without details. The aggregate of these requests 
is usually much larger than the total amount of expenditures already 
fixed by the President, which, according to his fiscal policy, may 
not be exceeded in the budget. The Bureau of the Budget therefore 
uses the preliminary estimates to determine to what event the re- 
quests of each spending agency must be curtailed in order to bring 
them within the limit set by the President. The board of estimates 
within the Bureau arrives at the maximum amount which may be 
allowed each agency by a study of the preliminary estimates with 
the aid of supplementary data collected by the investigating staff. 
Each agency is then advised as to this amount and requested to make 
up its revised or regular estimates so as to keep within it If the 
agency feels that it must ask for more than the maximum amount, 
then the additional amount is stated in the form of a supplemental 
request and clearly marked as such. It is maintained that this 
method places the burden of proof on the spending agencies where 
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it should belong; furthermore, that it requires the administrative 
officers to provide for the essential work and to make the reductions 
where they will do the least damage. The revised or regular esti- 
mates are prepared in detail upon standard blanks furnished by the 
Bureau of the Budget; they are required by the budget law to be 
filed by September 15, which is approximately two months after 
the preliminary estimates are filed. The regular estimates of Con- 
gress and the Supreme Court are not required under the law to be 
filed until October 15, since the President has no authority to revise 
them. These agencies, however, present preliminary estimates at 
the usual time in order to enable the Bureau of the Budget to get a 
complete picture of the expenditure requirements for the budget 
year. 

Another method of keeping the spending agencies from requesting 
more than can possibly be financed has been devised by John N. 
Edy, city manager of Berkeley, California. It does not make use 
of preliminary estimates as in the case of the national budget, but 
it arrives at practically the same result in the end. The manager, 
with the assistance of his budget officer, J. H. Jamison, makes a 
careful analysis of the current year’s budget in the light of the 
work program and in this way decides upon the total budget for 
the forthcoming year, definitely allocating to each spending agency 
the maximum amount which it may spend during the budget year. 
Each spending agency is then notified of the maximum amount 
which it may spend and asked to frame its estimates so as not to 
exceed this amount. In the event the spending agency desires to 
submit requests in excess of the amount allowed by the manager, 
it must do so on supplementary estimate sheets and arrange the 
requests in the order of their importance. These additional requests 
are allowed only in the event and to the extent that revenue is found 
to be available to meet them at the subsequent date when the budget 
is formulated. Mr. Edy claims that this method has greatly reduced 
the work of preparing the city budget, since the estimates require 
very little revision and practically no redrafting. 

Supplying Comparative ExpendiHire Data on the Estimates . — 
In the preparation of the estimates by the spending agencies of the 
government, the question arises as to the extent to which these 
agencies should be required to furnish the information asked for on 
the estimate blanks. Should they write in the data with reference 
to the preceding and current years’ expenditures as well as their 
requests for the forthcoming budget period? Or should they supply 
only the requests? This depends upon the nature of the general 
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accounting system of the government. If this system is decentral- 
ized, as it is in a great many state and local governments and even 
in the national government, that is, if each spending department or 
agency is keeping its own accounts and preauditing its own bills, then 
the budgetary information with reference to past and current expend- 
itures can best be furnished by the spending agency. But if the 
government has a centralized system of general accounting which 
furnishes detailed information covering the expenditures of all de- 
partments and agencies, it is then desirable to have the estimate 
blanks filled out as to past and current expenditures by the central 
accounting office before they are sent to the spending agencies. This 
is the method followed by the British Treasury Department in sub- 
mitting the estimate forms to the spending departments.^ 

The general accounting system in several of our state and city 
governments is so organized as to permit this to be done at the 
present time. In fact, for several years the budget staff agency under 
the Wisconsin state board of public affairs has inserted on the esti- 
mate forms, before sending them out to each spending agency, the 
itemized expenditures actually made by the agency for each of the 
three years preceding the year then current, as shown by the con- 
trolling accounts kept in the office of the board. In this way, the 
arrangement of the information and the degree of itemization are 
determined by the budget staff before the estimates leave the board’s 
office, a certain amount of space being left for the insertion of new 
items by the spending agency. Upon receipt of the estimate forms, 
each spending agency is required to insert the estimated expenditures 
for the current year and the requests for each year of the succeed- 
ing biennium. 

In several state and city governments, it is possible to follow the 
Wisconsin procedure by filling out the estimate sheets with the 
expenditure items for the past year and the current year before these 
sheets are sent to the spending agencies for their estimates. The 
expenditures for the current year, in most instances, have not all 
been made at the time the sheets are sent out, but an estimate for 
that year can be arrived at on the basis of the actual expenditures 
for the months already pasL supplemented by figures from the work 
program for the subsequent months of the year. 

Where the fiscal system of the government is centralized under a 
department of finance or other similar agency, it is easier to supply 
the expenditure figures on the estimate sheets before they are sent 

> See E. Hilton Young, The System of National Finance, 2nd edition, 1924, 
pp. 24-25. 
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to the spending* departments or agencies. This method has two 
other advantages : it insures uniformity in the budgetary informa- 
tion returned on the estimate sheets, and it facilitates the preparation 
of the estimates. A centralized system of cost accounts, as well as 
general accounts, is not only feasible but desirable in many govern- 
mental units at the present time. Eventually we shall expect such a 
system to be developed.^ When this happens, it will be possible 
to supply centrally such cost data as may be required in budget 
making. At the present time, however, cost data must be furnished, 
if at all, by the operating unit or agency of the government. 

Methods of Estimating Expenditures , — No exact rules have been 
formulated for estimating expenditure needs. Budgetary laws con- 
tain no provisions on this point, although many of them indicate 
that comparison with past costs is an important factor in preparing 
the estimates. It is for these reasons that expenditure estimating 
must be left largely in the hands of the administrative or other 
officer whose duty it is to frame the requests for each department, 
institution, or agency. His estimates will be good or bad, in direct 
proportion to his experience in the work and to the tact and fore- 
sight which he uses in divining future needs, prices, and conditions. 
Here again, as we have noted above, much depends upon the sagacity 
and integrity of the estimator. 

Certain things, however, may be pointed out, which are an aid 
not only to the novice but to the more experienced administrator in 
estimating expenditure requirements. In the first place, accurate 
estimating cannot be done in lump sum amounts. It is necessary to 
resolve all such amounts by analyses into their constituent details. 
These analyses should follow organization unit, character and object, 
as we have explained in the preceding chapter on classification. In 
estimating for a department, the administrator should set out the 
suborganization units within the department, that is, the bureaus or 
divisions. Then he should resolve the needs of each bureau or divi- 
sion into character groupings and object classes. He may do this 
by projecting his current work program over the budget period, 
transposing the estimated costs from an activity basis to an object 
basis. By a further breaking up or subdividing of the object classes, 
the objects themselves are reached. It is then only a matter of 
multiplying the estimated number of objects by the anticipated unit 
price to arrive at the total for each subclass. The number of siich 
objects required for the last completed year’s work and the current 
unit price may be taken as a measure of future requirements or an 
^ See above, pp. 170-171 ; also below, pp. 527*529- 
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indication of future prices. This is the reason for having compara- 
tive figures ill the estimates on the previous year and the year in 
progress ; otherwise, these figures would be meaningless. The appro- 
priations for the year in progress are sometimes given instead of 
estimated figures, based on, say, six or nine months’ actual expendi- 
tures and the remaining months estimated. For comparative pur- 
poses, the appropriations are as much guesses as the estimates were 
which preceded them. Besides, if the appropriations are properly 
made, they will not be in sufficient detail for comparative purposes. 
The actual expenditures for the previous year or the estimated ex- 
penditures for the current year form the only real basis for compari- 
son. Furthermore, it should be borne in mind that this applies only 
to current or operating expenses and not to expenditures for proper- 
ties and debt service. As a rule, comparisons with past costs mean 
little or nothing in the case of the latter expenditures, particularly 
those for properties. 

In the second place, certain expenditures must be estimated on 
the basis of future requirements and costs, while others can be 
calculated almost to the cent. Current expenses, involving personal 
services, contractual services, commodities, and current charges, must 
be estimated, taking into consideration future requirements, quanti- 
ties, prices, and conditions. These expenses contain a few constant 
factors, such as fixed salaries, but on the whole they are susceptible 
of considerable variation. Current obligations or fixed charges may, 
in most instances, be calculated rather exactly ; this is generally true 
of interest, pensions, grants, and taxes. The acquisition of proper- 
ties, especially equipment and buildings, involves much the same 
elements in estimating as current expenses ; the cost of such proper- 
ties cannot be accurately fixed unless already determined by option 
or contract at the time the estimates are made. In the matter of 
debt redemption, it is possible to calculate exactly the serial require- 
ments or sinking fund installments. Generally speaking, however, 
more than 50 per cent of governmental expenditures must be esti- 
mated or arrived at by indirect processes, there being no direct 
methods of calculation applicable to them. 

In the third place, per capita costs are sometimes helpful in arriv- 
ing at or in checking over expenditure estimates, particularly those 
relating to institutional operation. Of course, for such costs to be 
of the greatest value, they must be produced by an accurate and 
comprehensive system of cost records. They cannot be largely 
guesses, that is, compiled on insufficient data, and still be useful. A 
reasonably accurate budget figure for the operating expenditures of 
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an institution may be arrived at by the use of a projected population 
total multiplied by the per capita cost of the last completed year and 
adjusted to take care of any change in price level which has been 
anticipated for the budget period. Per capita costs are frequently 
significant as between institutions performing like services. These 
costs may also be used, as in the case of the standing army of the 
United States, in computing the total estimated expenditures for 
rations, clothing, and so forth.^ 

Finally, the estimator may secure valuable aid from the general 
staif services of the government, such as the centralized purchasing 
agency. The purchasing agent, for example, can supply estimated 
unit prices for commodities to be purchased during the budget 
period. He is in a better position to do this than any other official, 
since it is his business to anticipate price and trade conditions in 
buying for the government 

The Procedure of Expenditure Estimating . — Many state and city 
governments require the expenditure estimates to be certified by 
the heads of the departments or other spending agencies. Even the 
estimates of the legislature and of the judiciary must be approved 
before submission to the budget making authority. For example, 
the state budget amendments of Maryland, New York, and West 
Virginia require the estimates of the legislature to be certified 
by the presiding officer of each house and those of the judiciary 
by the comptroller or the auditor. Apparently the judges of the 
state courts are not relied upon in these instances to certify their 
own estimates.^ That they have less ability than administrative 
officers to do financial planning would not seem to be the case. 

Some states and cities, notably Kentucky, New Jersey, and Balti- 
more, as we have seen, go so far as to require all estimates to be 
sworn to by a responsible officer of the spending agency before they 
are submitted to the budget making authority. This seems quite 
unnecessary. To swear to one's estimates or guesses does not make 
them any more accurate. It is sufficient for all practical purposes 
to have the head of the spending agency sign the recapitulation 
sheet of the estimates to indicate his approval. 

The purpose of certification or approval, whatever the form, is to 
fix responsibility for the estimates on some officer who is either 
directly in charge of the administration of the spending agency or 
in control of its expenditures. The officer who should assume this 

3 See below, pp. 527-529. 

® In Colorado and New Mexico the clerk of the state supreme court is required 
to approve the estimates of the judiciary. 
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responsibility in any governmental department or institution is un- 
doubtedly the administrative head. He alone is in a position to 
view the financial needs of the organization as a whole and it is 
his business to decide, within certain limits, all questions of depart- 
mental policy. This does not mean, however, that he may not have 
the assistance of subordinate officers in preparing the estimates and 
in supervising the detailed work of assembling the budgetary data. 
As a matter of fact, he must enlist the aid of his bureau or division 
chiefs in this work. Where the department is very large, he may 
find it to his advantage to designate a special budget officer for the 
entire department. This is the practice in the national government 
where a budget officer has been appointed in each department to 
prepare the estimates under the direction of the administrative head. 
This officer not only has charge of the routine work of assembling 
the estimates, but he acts as the contact man between the department 
and the Bureau of the Budget. It is through him that the general 
policies with respect to the preparation and execution of the budget 
are transmitted to the superior officers of the department. 

For the administrative departments of government the procedure 
of estimating may be outlined in the following manner. The head 
of each bureau, division, institution, or other agency under the de- 
partment should prepare or have prepared the estimates for his unit. 
He should go over the estimates carefully, if they are not prepared 
directly by him, before he turns them over to the departmental head. 
The estimates should be properly summarized and accompanied by 
the necessary supporting data. In the event the department has a 
special budget officer, he should see that the estimates of each 
subordinate unit are properly prepared; but the administrative head 
of each unit should not be relieved of the duty of examining the esti- 
mates carefully before they go to the departmental head. When the 
estimates for all the units within the department have been brought 
together, the departmental head should review them to determine if 
the amounts requested are in keeping with the budget of the depart- 
ment as he conceives it, that the requests of the various units are 
properly balanced with each other, and that the needs of some units 
are not being emphasized out of proportion to their importance while 
those of other units are being more or less neglected. Not only 
should the departmental head assume responsibility for the estimates 
of his department, but it is very important that he should revise 
the requests of the subordinate units so as to fit them into his budget 
plan for the department as a whole. In the course of such revision, 
he should consult with the head of each subordinate unit and with 
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the budget officer, if any, of the department. In fact, the budget 
officer can be of special assistance at this point, since he stands in 
somewhat the same position with reference to the departmental head 
that the budget director, or the commissioner of finance, does to the 
chief executive or administrative officer of the government. When 
the departmental head has brought the estimates of all subordinate 
units into harmony with his view of the budget plan for the depart- 
ment, he should prepare a general summary of all the bureau or divi- 
sion estimates, using a recapitulation blank and indicating thereon 
his approval of the requests. He should then submit all the depart- 
mental estimates and supporting data to the central staff agency in 
charge of the preparation of the budget. 

The estimates for the legislative and the judicial branches of gov- 
ernment should be prepared under the direction of the chief clerks 
or other officers in charge of the routine business of those branches. 
Where the legislative branch consists of two houses, as it does in 
the national and state governments, and in a few city governments, 
there should be some correlation between the requests of these 
houses, especially in the matter of joint committees. The presiding 
officer of the legislative body, or of each of the two houses under 
the bicameral system, should review and approve the estimates before 
they are submitted to the budget making authority. In several 
states the legislature is without a permanent clerical organization. 
A clerical force is appointed at each session, which continues during 
the session and for sixty or ninety days thereafter. The regular 
legislative committees also go out of existence, so that in the interim 
between the sessions there is no one to prepare the expenditure esti- 
mates. In such cases an officer should be designated to carry over 
between the sessions and to be charged with the responsibility of 
compiling the legislative requests. Otherwise, it will be impossible 
to include the estimates for legislative purposes in the budget, assum- 
ing that the budget is submitted to the legislature at the beginning 
of the session. This hiatus in organization between sessions, how- 
ever, does not apply to the courts; their organization is continuous. 
Estimates for them can usually be prepared at any time the budget 
making authority may determine upon. The preparation of such 
estimates is not difficult, since they consist very largely of statutory 
salaries for the judges and court officers. The estimates of the 
judiciary, as we have indicated above, frequently require the ap- 
proval of some fiscal officer before they are submitted lo the budget 
maker. 

Aside from the administrative departments and the legislative and 
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judicial branches of the government, the requirements for debt serv- 
ice are important enough to call for some comment in this connec- 
tion. These requirements constitute a large item in the budgets of 
many governments. It is necessary that they should be accurately 
computed, whether for serial retirements or for sinking fund install- 
ments. This is particularly important in the case of sinking fund 
installments where earnings on the investment of the sinking funds 
must be taken into consideration. It is not difficult, however, since 
formulae and tables for the computation of sinking funds are readily 
available. The governmental agency having charge of the debt 
administration should make this computation for the budget mak- 
ing authority. This agency may be a special board or commission, 
or it may be one of the fiscal officers of the government, depending 
upon the type of organization which has been created for this 
purpose. 

Mention should be made under this heading of the practice fol- 
lowed in some states and cities of subsidizing privately owned and 
operated institutions and agencies. These institutions and agencies 
are supposed to render certain services, usually of a charitable or 
educational nature, in return for the moneys which they receive 
from the public treasury. Considerable amounts are appropriated 
to them, notably in the states of Maryland and Pennsylvania and 
the cities of Baltimore and New Orleans. Many states, however, 
have forbidden the appropriation of moneys for such purposes. It 
is maintained in these cases that if the services are worth doing at 
all, the government should arrange to perform them through its 
own agencies. In no instance, it seems, should government aid be 
given except where much needed and satisfactory services are ren- 
dered in return for the moneys appropriated to private agencies. 
Where government aid is granted, each private institution or agency 
should be required to furnish detailed estimates of what it intends 
to do with the public money and to supply in connection therewith 
a full report on the sources and total amount of its income and the 
character and distribution of its expenditures. This information is 
necessary in order that the budget maker may form an opinion as to 
the desirability of the grant from the standpoint of the government. 

Preparation of Revenue Estimates. — The preparation of rev- 
enue estimates is largely a problem for the general fiscal department 
or office of the government. In the national government, the esti- 
mates of revenue come from the Treasury Department. But these 
are reviewed by the Director of the Budget, and sometimes modified 
by him in conference with the Secretary of the Treasury. So the 
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Director of the Budget may be said in practice to assume full re- 
sponsibility for the revenue estimates. The budgetary laws of some 
of the states require the revenue estimates to be prepared by one 
of the fiscal officers, namely, the controller, the auditor, or the 
treasurer. But this provision is by no means uniform. In New 
Jersey the governor, the comptroller, and the treasurer are required 
jointly to prepare the revenue estimates. In Illinois these estimates 
are prepared by the department of finance with the assistance of the 
auditor’s office. In several states the responsibility for preparing 
the revenue estimates falls upon the governor, or other budget mak- 
ing authority, in the absence of legal provisions. The actual work 
of estimating, in these cases, is usually performed by the budget 
staff agency or the chief fiscal officer. The responsibility for pre- 
paring the revenue estimates in local governments is generally placed 
on the same types of agencies as it is in the state governments. 
The mayor, the manager, or other budget making authority, usually 
calls upon his department of finance or his chief financial officer for 
the revenue estimates and other information with reference to the 
income side of the budget. 

Where departmental revenues are not turned into the treasury, 
the budget maker must look to the department retaining them for the 
estimates. We have pointed out the conditions under which this 
arises in an earlier chapter and have suggested a special estimate 
form for this purpose.^ Quite naturally the budget staff agency 
of the government is not in a position to do this estimating. How- 
ever, it should review the estimates prepared by the departments 
in order to determine if the figures are liberal. The tendency among 
departments is to underestimate the revenues which they collect and 
retain for purposes of financing their expenditures. In this way 
they get larger appropriations from the general treasury, thereby 
increasing their total income and giving them more to spend during 
the budget period. 

The problem of revenue estimating is not solved merely by fixing 
responsibility on some governmental agency for the preparation of 
the estimates. The estimates must oftentimes be made in the face 
of unusual economic conditions. Rapid changes in business or 
industry may increase or decrease very materially the amount of 
certain revenues which have been anticipated for the budget period. 
An example of this is the stock transfer tax of New York State 
which yielded several million dollars above the budget estimate for 
the fiscal year beginning July l, 1927. This increase was due to 
^ See above, pp. 261, 264 and 271. 
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a most extraordinary activity on the New York stock market during 
that year, particularly during the early part of 1928. Such a wind- 
fall from this source of state revenue could not have been foreseen 
early in 1927 when the estimates were prepared. In fact, at that 
time trade indications pointed to a reduction rather than to an in- 
crease in the proceeds of this tax. But this is a very unusual case. 
As a general rule, it is possible to predict with a fair degree of 
accuracy the inflow from all sources of governmental revenue under 
normal conditions. The greater the diversity in sources of revenue 
the more likely it is that the estimates in the aggregate will be 
realized, since underestimates in some tend to balance overestimates 
in others. 

In this connection it is interesting to note the results of revenue 
•estimating under the national budget system since the first budget 
was prepared. For the 1923 budget, the receipts were underesti- 
mated by more than $503,000,000; for the 1924 budget by $650,- 
000,000; for the 1925 budget by $86,000,000; for the 1926 budget 
by $321,000,000; for the 1927 budget by $304,000,000; and for the 
1928 budget by $269,000,000. Not only have the receipts been 
consistently underestimated but the excess of receipts over estimates 
varies widely as between the different years. The nearest to the 
actual figure was in the 1925 budget when the receipts exceeded the 
estimate by a little over 2 per cent, while the farthest from it was 
in the 1924 budget when the receipts exceeded the estimate by over 
16 per cent. In the 1926 and 1927 budgets, the receipts in each 
instance were in the neighborhood of 8 per cent above the esti- 
mates; in the 1928 budget they were about 7 per cent above the 
estimates. This excess, year after year, of actual receipts over 
estimates has led to some criticism not only of the method of esti- 
mating but also of the skill and motives of those making the esti- 
mates. It has been intimated that the revenues have been inten- 
tionally underestimated so as to aid the President in carrying out 
his policy of keeping down appropriations and preventing too great 
tax reduction. But as Mr. Willoughby points out, most of the 
period covered has been abnormal with respect both to expenditures 
and to income; the liquidation of war obligations, the payment of 
indebtedness by foreign governments, the frequent changes in rev- 
enue law, and the general economic conditions of the country have 
been difficult factors to reckon with in estimating revenues.^ Never- 
theless, it appears that the Treasury Department and the Director 
of the Budget have been ultraconservative in estimating the prospec- 

^See W. F. Willoughby, The National Budget System, 1927, p. 93. 
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tive income of the national government. While there is no doubt 
that it is better policy to underestimate than to overestimate revenues, 
it seems both possible and desirable to make estimates which will 
be at least within 5 per cent of the actual receipts. In only one of 
the six national budgets prepared up to 1928 have the estimates been 
within this limit.^ 

Political considerations often influence the making of revenue 
estimates. This occurs most frequently in local governments. High 
estimates of miscellaneous revenues are intentionally made in order 
to keep the general tax rate down. This usually happens in the elec- 
tion years when an artificially lowered tax rate becomes a political 
asset for those in office and seeking reelection. Estimates of this 
character often bring about a deficit in the local treasury. On the 
other hand, low estimates of miscellaneous revenues are deliberately 
made where the tax rate is not really pressing in order to provide 
more money for expenditure. A surplus created in this way can be 
more easily appropriated for purposes which serve to aid political 
ends. 

Methods of Estimating Revenues . — From the standpoint of 
budgetary estimating, governmental revenues may be placed in two 
groups: (i) those that are fairly constant or increase at some 
definite ratio from year to year, and (2) those that fluctuate or 
swing irregularly up and down from year to year, depending upon 
economic or other conditions. The revenues in the first group can 
be accurately forecast on the basis of the receipts for past years, 
while those in the second group cannot be properly estimated on the 
basis of such figures but require the use of more extensive data. 
This, at once, suggests the use of two systems — one simple; the other 
more complex — of estimating revenues. The simpler system of 
estimating involves the use of either of two methods, one of which 
is automatic and the other based on averages. The more complex 
system employs the method of direct valuation, and relies on other 
than purely mathematical factors. These three methods may be 
used singly or in combination. In fact, American practice often 
applies them in combination. A discussion of each of the three 
methods follows. 

The automatic method is inflexible and leaves nothing to the 
discretion or the sagacity of the estimator. It is what the French 
budgeteers call ‘The rule of the penultimate year.”^ It consists 

^According to the figures given out by the Treasury Department on June 30, 
1929, the ordinary receipts for the 1929 budget were underestimated by $223,000,000. 
The estimate was $3,809,497,314 and the actual collections $4,033,000,000. 

^ See Gaston Jeze, Generate du Budget, 6th edition, 1922, pp. 217 flf. 
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merely of entering as the estimates of the forthcoming budget year 
the actual receipts of the most recent completed fiscal year. In this 
case the completed fiscal year is the last but one preceding the budget 
year, that is, it is the penultimate year. This rule of the penultimate 
year was established in France as early as 1823; it has been con- 
sistently followed in that country most of the time since. In fact, the 
French Minister of Finance and the budget commissions have often 
proclaimed this rule 'fin order to shield their sincerity from any pos- 
sible suspicion.” . "Could we,” they have said, "in order to insure the 
equilibrium of the budget, suggest to you to give up the rule of the 
penultimate year, the rigorous application of which has given such 
fortunate results during the last few years?” ^ Outside of France, 
however, there is very little application of the rule of the penulti- 
mate year. Other methods of estimating revenues are employed in 
England. In the United States the automatic method is seldom 
used, and then only in the case of revenues which are unchanging 
from year to year. This method, when used to the exclusion of 
other methods, has two disadvantages: it allows one year to inter- 
vene between the year taken as a basis of the estimate and the 
budget year; it attributes to the budget year a total figure which is 
below the actual collections. These are serious disadvantages, par- 
ticularly in this country, where the revenue system is not only 
rapidly changing but where the sources of revenue are such that the 
amounts collected often fluctuate widely from year to year. 

The second method of estimating revenues, namely, the method of 
averages, is a rule for arriving at a more accurate figure in the case 
of changing revenues than is possible under the automatic method. 
It consists in taking an average of the increases in actual collections 
over three or five years and adding this to the last year in order to 
arrive at the estimate for the budget year. Since the last completed 
year is always the penultimate year when the budget is prepared 
during the year preceding the one to which it applies, the average 
increase should be adjusted in order to arrive at the estimated 
figure for the budget year.^ This adjustment should be equivalent 
to projecting the average upward trend so as to extend it over the 
budget year. In the case of a declining source of revenue, the esti- 
mate is arrived at by determining the average decrease and sub- 
tracting this from the last completed year. This method has greater 

^ See Rene translation from 7th edition, 1913, p. 173. 

^In some instances the average is merely added to the total receipts of the 
penultimate year, thus producing a smaller estimate on account of the interven- 
ing- year. 
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flexibility than the automatic method, but even at that it is largely 
mechanical and does not permit the use of discretion on the part 
of the estimator. However, for those revenues which change from 
year to year at some given ratio, a fairly accurate estimate can 
be obtained by the use of the method of averages. In the early 
eighties of the past century this method was substituted in France 
for the automatic method, owing to the fact that large surpluses were 
coming into the treasury under the application of the rule of the 
penultimate year. By applying the method of averages it was 
possible to anticipate to a large extent these surpluses and to make 
certain tax reductions. The estimates were at first based on an 
average of three years, but later on an average of five years. Al- 
though the longer period was a more conservative basis, it did not 
prevent what some critics prophesied would be the inevitable outcome 
of the application of this method, namely, excessive estimates. Very 
soon deficits began to appear year after year in the national treasury. 
This condition led to the abandonment of the method and the return 
to the old automatic method. In the United States, the method of 
averages has recently been applied in some of the states, notably 
Pennsylvania, and in several of the local governments. It has seemed 
to work very well in practice, especially when combined to some 
extent with t,he method of direct valuation. The basis of the aver- 
ages is either three or five years, perhaps more frequently three 
years. 

The third method of estimating revenues, the method of direct 
valuation, is of English origin. It grew out of the practice of sub- 
mitting the budget to the House of Commons a few days after the 
beginning of the budget year. The financial year, just ended at that 
time, has yielded certain receipts from the various sources of rev- 
enue; on the basis of these receipts and in the light of current con- 
ditions the revenues for the budget year are calculated. “The 
probabilities,” says M, Stourm, “are so real or so close that they 
are equivalent almost to accomplished facts. The Chancellor of the 
Exchequer sees rather than anticipates, and no one would think, 
therefore, about tying down his estimates by mechanical rules based 
on antiquated statistics.’' ^ The accuracy of the estimates produced 
under this method depends to a very large degree upon personal 
judgment. But this does not mean that the method lacks real merit. 
On the contrary, it provides a broader basis for estimating than 
either of the other methods, since it takes into account all the essen- 
tial facts— economic, industrial, and otherwise — ^touching upon the 
^ Rene Stourm, Budget, translation from 7th edition, 1913, pp. 183-4. 
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inflow of governmental revenues. While the method of direct 
valuation undoubtedly operates best when the revenue estimates are 
prepared very near the beginning of the budget period, it never- 
theless has advantages over the other methods even when these 
estimates are made up several months in advance of this period. 

The Practice of Revenue Estimating , — The practice of estimat- 
ing revenues in the United States during the last decade has brought 
out some rather interesting things. No one of the methods which 
we have just discussed is actually followed to the exclusion of the 
others. These methods are generally used, if at all, in combination. 
Frequently it is impossible by a careful examination of the revenue 
estimates of some governmental units to discover that any mathe- 
matical or logical process has been used in arriving at them. But 
this is getting to be less and less the case ; more attention is being 
given to revenue estimating according to some systematic method. 

In estimating the revenues of the national budget, the basic fig- 
ures are supplied by the Treasury Department and may be revised, 
as we have already Indicated, by the Director of the Budget. The 
Treasury Department is attempting to develop an orderly procedure 
for arriving at the revenue estimates, one which will Insure a 
reasonable degree of accuracy. The customs receipts are estimated 
by three officials, the Director of the Customs (or his representa- 
tive), the government actuary, and the head of the Statistical Divi- 
sion. The first is a practical man and the other two are technical 
men. The income and miscellaneous taxes are estimated by the 
same officials, except that the Director of Customs is displaced by 
the Deputy Collector of Internal Revenue (or his representative). 
Each official estimates the revenues in his own way. The head of 
the Statistical Division takes into account past and existing business 
conditions and industrial cycles.^ The government actuary follows 
a method of his own. When the estimates are brought together, 
they may be said to represent a practical and two theoretical points 
of view. A conference is held at which the variations are threshed 
out between the three different estimates and the most likely figures 
are selected. These figures are then submitted to the Director of 
the Budget. The method followed in arriving at the revenue esti- 
mates is really a combination of averages and direct valuation, with 
the emphasis on the latter. 

It is interesting to note that in the course of each budget year, 

^ See J. R Ebersole, ‘forecasting Gorporation Income Tax Rtzdpis” Journal 
of the American Statistical Association, March, 1929, supplement giving papers 
and proceedings of 19th annual meeting, pp. 219-224. 
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three revenue estimates are prepared for the national government. 
The first one is made up early in December, seven months before the 
beginning of the budget year, and is included in the budget docu- 
ment which goes to Congress. The second one is prepared at the 
end of the following June, or the day before the budget year begins. 
It takes into account the action of Congress in making appropriations 
and in modifying the revenue system. This estimate is used as a 
guide in the administration of the budget. The third estimate is 
made up the first of December, or exactly one year later than the 
first estimate. The budget year to which it relates is then nearly 
half completed; it is included in the budget for the succeeding year. 

A notable example of revenue estimating for a state government 
is to be found in the Pennsylvania state budget for the biennium, 
1925 to 1927.^ This budget was prepared under the direction of 
Governor Pinchot by Clyde L. King, then secretary of state and 
finance. The tentative estimates of revenues were furnished by the 
auditor general’s office. Prior to this time, the state legislature had 
accepted these estimates without question. But on this occasion the 
governor refused to accept them for inclusion in his first budget. He 
regarded them as being much too low in view of the general fund 
receipts of the then current biennium, which were estimated at about 
$134,000,000 (actually they amounted to more than $136,000,000). 
The auditor general’s estimate for the succeeding biennium covered 
by the budget totaled $124,000,000, or $12,000,000 less than the 
actual receipts of the current biennium. Dr. King therefore under- 
took, with the aid of a special staff, to prepare an estimate for the 
governor independent of that of the auditor general. In sc doing, 
he arrived at an estimate for the budget biennium aggregating $132,- 
850,000, which was later substantiated by the actual receipts. The 
method used by Dr. King in making the estimate was a combination 
of averages and direct valuation. In getting the averages, he took 
the figures of five bienniums prior to the one covered by the budget, 
the estimate extending over a biennium instead of a year. Of course, 
a fourth of the biennium nearest the budget period had to be esti- 
mated, but it was possible to do this quite accurately on the basis of 
the eighteen months which had already passed. The estimate for 
the budget period, in its simplest form, was arrived at by taking the 
average increment or decrement over the five bienniums for each 
source of revenue and either adding it to or subtracting it from 
the figure from the current biennium. This estimate was accepted 
for those sources of revenue the receipts of which had been fairly 
^See pp. 243-272 of this document 
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regular and which were not likely to be upset by economic or other 
conditions. For example, the tax on writs, wills, and deeds was 
regarded as such a source of revenue and therefore estimated on the 
basis of an average rate of increase. In the case of other taxes, 
such as those on the gross receipts of corporations and on the gross 
premiums paid to domestic insurance companies, the estimates for 
the budget period were arrived at by adding only two thirds of the 
average rate of increase to the figures for the current biennium. 
This was done in anticipation of a probable change in economic 
conditions. In the case of a revenue like the tax on anthracite coal, 
the estimate was made on the basis of future production with the 
union labor situation in mind, no use being made of averages. Esti- 
mates of revenues, such as this one, were arrived at solely by the 
method of direct valuation. Facts relative to current business and 
industry and affecting the sources of revenue were examined, and 
on this basis future receipts were prognosticated. 

The practice in Massachusetts is also worthy of note in this 
connection. The budget commissioner of that state uses almost 
exclusively the method of direct valuation in estimating revenues. 
The fact that the state budget is formulated in the early part of the 
fiscal year to which it applies, as in England, facilitates the use of 
this method. At the time the revenue estimates are prepared, the 
commissioner has the actual receipts of the fiscal year preceding 
the budget year. He is also in a favorable position to forecast the 
conditions of the budget year, since he is, with respect to time, 
already in the second month of that year. His estimates, therefore, 
have a degree of accuracy that cannot be approached by those pre- 
pared sometime during the year preceding the budget period. But 
the Massachusetts practice cannot be generally adopted, since the 
budgets of nearly all state and local governments are formulated 
prior to the beginning of the budget period. 

For almost half a century the city officials of Philadelphia have 
used a modified method of averages in estimating the miscellaneous 
revenues accruing to the general fund. From 1880 to 1919 the 
average of the aggregate amount of miscellaneous revenues collected 
during the five calendar years preceding the time of fixing the appro- 
priations for the ensuing year was required to be taken as the esti- 
mated amount of the receipts during the latter year. The law 
permitted no exceptions to this rule. The city controller’s annual 
estimates of miscellaneous revenues during this entire period of 
almost forty years were arrived at by averaging the receipts from 
these revenues over five-year periods. Not only was this method 
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applied to the total miscellaneous revenues, but it was also applied 
to the individual sources of revenue in so far as these sources were 
separately estimated. For example, if the receipts from a certain 
source of revenue over a period of five years wei'e $20,000, $25,000, 
$30,000, $35,000, and $40,000 for each of the years, the estimate for 
the forthcoming year was arrived at by dividing the aggregate, or 
$150,000 by 5, which gave $30,000. For an increasing source of 
revenue, such as the example just cited, the resulting figure was ob- 
viously much too low. Likewise, for a decreasing source of rev- 
enue, it was much too high. In either case, if other factors remained 
the same, a far more accurate estimate might have been obtained 
by adding the average increment to the figure of the last year or by 
subtracting the average decrement from this figure. Even then, the 
estimate would have been conservative since the latest actual figures 
were those of the penultimate year, a period one year removed from 
that for which the estimate was made. Moreover, no weight seems 
to have been given to any factor that might affect the amount of the 
receipts during the forthcoming year. If it was known that no 
receipts would accrue from a source of revenue which had been pro- 
ductive during the five-year period, the average for the period was 
included in the estimate just the same. On the other hand, nothing 
was included in the estimate for a source of revenue which did not 
produce during the five-year period, no matter how certain it was 
to augment the estimated receipts. Furthermore, ^^the yearly average 
of the five-year total of receipts from a source that existed during 
only part of the five years, or from a source whose rate in the year 
for which the receipts were estimated differed from the rate in 
effect during the five years,’’ was taken as the estimated revenue to 
be derived from the same source during the forthcoming year. 

With this experience in mind, the sponsors of the new Phila- 
delphia charter, adopted in 1919, attempted to improve upon the 
existing method of estimating the miscellaneous revenues for the 
budget. They thought that an average of the receipts over three 
years was probably a better estimate of the anticipated revenues than 
an average over five years, so they proposed a three-year period. 
They also felt that the average over this shorter period should not 
be rigidly adhered to in all cases when arriving at the estimate, but 
should be subject to modification under certain conditions. They, 
therefore, drafted the following provision, which became a part of 
the new city charter : . . the receipts from sources other than 

taxation and loans shall be estimated at the average of such receipts 
for the preceding three years, with due allowance for new sources 
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of receipts not existing during all or part of said period of three 
years, for sources of receipts existing during all or part of said 
period which will not be available for the ensuing year, for changes 
in rates, and for other factors not previously existing/^ 

The actual practice under the foregoing provision has been quite 
varied. For some of the years since 1919 the method of taking one 
third of three years’ receipts has been rather closely followed, 
while for other years it has been almost completely abandoned. In 
arriving at the estimated revenues for 1920, for example, the con- 
troller took one third of the aggregate receipts for 1916, 1917, and 
1918, after having deducted liquor licenses which were not estimated 
to produce any revenue during 1920, and having added certain new 
or augmented sources for 1920. Even with these adjustments, some 
rather obvious factors seem to have been overlooked which in the 
end greatly affected the realization of the estimates. While the 
controller now has much wider latitude in estimating the miscel- 
laneous revenues of the city government than he had prior to 1919, 
it cannot be said that the accuracy of his estimates has greatly 
improved as a result.^ 

The experience of the city of Boston is interesting in this con- 
nection. The budget commissioner, Charles J. Fox, uses very largely 
the method of direct valuation in estimating the city’s miscellaneous 
revenues. While he is guided somewhat by the receipts of previous 
years, his estimates are, in the main, based upon a study of the 
various factors within the community which affect the inflow of 
miscellaneous revenues. For example, his estimates of revenues 
from building permits and licenses are formulated largely on the 
construction activities within the city. If conditions point to a 
diminution of such activities, naturally the estimates of probable 
receipts are reduced. In the matter of public welfare and soldiers’ 
relief, where the city government is reimbursed in part by the state, 
Mr. Fox takes into consideration the number of individuals and 
families to be aided, together with the economic conditions within 
the community which may lead to an increase or decrease in the 
applications for relief. In estimating the revenues to be derived 
from Suffolk County, which is made up largely of court fees and 
fines, he gives weight to the social conditions within the locality that 
influence the probable receipts from these revenues, such as an epi- 
demic of crime. Although the city government is limited under 
state law to the extent that the total of the estimated revenues can- 

^From a memorandum prepared for the writer by Robert J. Patterson, chief 
accountant, Bureau of Municipal Research of Philadelphia, June, 19.28. 
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not exceed the actual receipts from the same sources in the previous 
year, Mr. Fox says that this restriction does not bother him because 
his estimates are generally quite conservative and therefore rarely 
ever in excess of the established limit. Here again, as in the case of 
the Massachusetts state government, the revenue estimates for the 
city budget are prepared after the beginning of the fiscal year to 
which they apply, so that it is possible to know more about the 
conditions influencing them. 

Practically every governmental unit has one or more flexible 
sources of revenue which can be expanded or contracted in order 
to balance the budget. A common illustration of such a source 
of revenue is the general property tax levied, as a rule, by all local 
governments. The amount of this tax is usually determined by 
deducting all other income from the total proposed expenditures of 
the budget. In other words, this tax is the last revenue to be ascer- 
tained and supplies whatever resources are rec|uired to balance the 
income with the outgo. The method of arriving at the rate of this 
tax is usually a simple mathematical process. The total assessed 
valuation of taxable property and the amount of the tax to be raised 
being known, the calculation of the rate is an easy matter. Gen- 
erally the only unknown factor is the amount of the tax which will 
remain uncollected at the end of the budget period. In some cities, 
this amount is so large that allowance must be made for it in 
advance; otherwise the budget period will close with a deficit. In 
Philadelphia, for example, it was found that for a ten-year period, 
from 1916 to 1926, the average amount of the general property 
tax collected was between 94 and 95 per cent of the total tax levy. 
In other words, more than 5 per cent of the total tax levy remained 
uncollected at the end of the budget year. With such a large per- 
centage of uncollectibles, it was necessary to make allowance for 
them in the calculation of the tax levy for each budget. Therefore, 
the charter adopted in 1919, to which we have referred above, 
made this provision : ^'The receipts from taxation shall be estimated 
by deducting, from the gross amount which would be yielded at the 
rate fixed, the average proportion of the amount uncollected at the 
end of each year during the preceding three years.” The city con- 
troller, however, did not follow the letter of the law in making his 
estimates of the general property tax until 1928, his deductions hav- 
ing been much smaller than the actual uncGllectibles up to that time.^ 

The practice in Boston presents an interesting variation from the 

^ See Ciiisens' Business, published by the Philadelphia Bureau of Municipal Re- 
search, Nos. 760, 770, 806, and 814. 
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Philadelphia rule of averages for the three preceding years. The 
general property tax levy for the city of Boston includes each year 
an item called ''overlay/^ which is a certain percentage added to the 
total levy. The purpose of this item is to cover the uncollectibles 
resulting either from overassessment or the inability of the tax- 
payers to meet their bills. Under the state law, the city may set 
aside for uncollectibles up to 5 per cent of the total tax levy, but 
it has been the practice in recent years to set aside only 2 per cent. 
This allows about $1,200,000 for uncollectible taxes, since the 
present tax levy aggregates approximately $60,000,000. It is as- 
serted that this allowance is more than adequate for the purpose.^ 

Legal provisions relating to uncollectible taxes vary widely from 
state to state and even from one local government to another within 
the same state. Hence no general method of estimating these taxes 
is applicable to the various local governments. A number of factors 
must be taken into consideration, such as the dates of tax collection, 
and the periods that taxes may remain delinquent. If collection is 
started early in the fiscal year, there is more likelihood that a larger 
percentage of the taxes will be paid by the end of that year. The 
procedure for handling delinquencies is also important in clearing 
up back taxes. Some cities are able to collect practically all their 
taxes during the fiscal year to which they apply; others succeed in 
collecting only about 90 per cent of the taxes levied. It seems pos- 
sible, however, so to adjust the tax machinery of local governments 
and so to arrange the tax calendar with respect to the fiscal year that 
as much as 98 or 99 per cent of the total taxes levied will be col- 
lected during the budget year. An allowance of i or 2 per cent can 
then be made in the revenue estimates for uncollected taxes at the 
end of the budget period. 

When Should the Estimates Be Filed? — The date upon which 
the estimates are filed should be governed largely by the period re- 
quired for the formulation of the budget. There should be no inter- 
vening time between the filing of the estimates with the budget 
making authority and the beginning of work in formulating the 
budget document. Furthermore, only enough time should be allowed 
actually to complete the budget before the date set for its submission 
to the legislative body. Under such a schedule, the estimates can 
be prepared at the latest date which will permit getting the finished 
budget document into the hands of the legislative body. There is 
also another consideration, namely, the nearer the estimates are 
prepared to the period to which they apply, the more satisfactory 

^Statement by Charles J, Fox, budget commissioner of the city of Boston. 
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they are likely to be. The date for returning- or filing the estimates 
should, therefore, be as close to the beginning of the fiscal period 
covered by the budget as is possible in order to permit legislative 
action on the budget before the period actually begins. In many 
governmental units, this makes a readjustment of the fiscal year 
advisable, as we shall point out later. 

Various dates are legally fixed for the filing of the estimates with 
the budget making authority. In state and local governments, these 
dates vary from one to six months prior to the time the budget is 
submitted to the legislative body. Of course, the period should 
vary somewhat depending upon the size of the governmental unit, 
but from one to two months would seem to be ample time for any 
state or local government. Most local budget making authorities 
can prepare their budgets within thirty days after the final estimates 
are filed. In the case of the state governments and some of the 
largest city governments, a period of sixty days is ample time. The 
national government takes about seventy-five days, or from Septem- 
ber 15, when the revised estimates are filed with the Bureau of the 
Budget, to December i, when the budget is practically ready to be 
submitted to Congress. Some of the state budget laws permit even 
longer periods than that of the national government for framing the 
budget. For example, the budget amendment of New York state 
allows three months (three and a half months in the case of a newly 
elected governor) for the preparation of the budget after the esti- 
mates are filed. But a few of the state budget laws leave the date 
of filing the estimates to be fixed by the budget making authority. 
In some respects, this is preferable to fixing the date in the law. 
The budget maker can then regulate the return of the estimates so 
as to allow only the necessary time for the formulation of the budget 
before submitting it to the legislative body. Some state budget laws 
go so far as to specify the time when the budget making authority 
or its staff agency must send out the estimate blanks to the spending 
agencies. This seems entirely unnecessary; it is a matter which 
should be left to the discretion of the budget making authority. If 
any date with regard to the preparation of the estimates is to be 
specified in state budgetary legislation, it should be merely the time 
when the estimates are to be filed. In the case of local budget laws, 
particularly those of statewide application, it seems advisable to set 
a time limit within which the estimates must be filed with the budget 
making authority. This helps to bring about uniformity in the 
budgetary procedure of the various local governments within each 
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state, which is one of desirable ends sought by the enactment of 
such laws. 

In those governments, notably the state and city governments of 
Massachusetts, where the budget is sent to the legislative body and 
acted on after the beginning of the fiscal year to which it applies, the 
time of preparing the estimates may be fixed very close to the end 
of the previous year. It is even possible to prepare the estimates 
within the first month of the budget year. While this procedure 
undoubtedly makes for accurate estimating, both of expenditure 
requirements and anticipated revenues, it has at least one serious 
disadvantage: the government is without a financial plan for the 
early part of the budget year. So far as American practice is con- 
cerned, this disadvantage, in the opinion of the writer, more than 
offsets whatever gains may accrue from more accurate estimates. 
In England, however, the budget is always passed after the beginning 
of the fiscal year to which it relates. The estimates are usually laid 
before the House of Commons in February, but, although the fiscal 
year begins on April i, the budget is not finally acted upon until 
some time during the summer or perhaps the early fall. To meet 
this situation the House passes what are called “votes on account,^’ 
which are temporary authorizations to spend for the established 
services of the government during the period intervening between 
the beginning of the fiscal year and the time when the budget is 
voted. Since the executive, acting through the Chancellor of the 
Exchequer, formulates the budget and also recommends the action 
that is to be taken with respect to the votes on account, the practical 
result is that the English budget is tentatively adopted at the begin- 
ning of the fiscal year subject to possible downward revision before 
it is finally voted a few months later. It is largely for this reason 
that the British system works successfully. But in those American 
state and local governments where the budget is not passed until 
after the beginning of the fiscal year to which it applies, there are 
no votes on account- — no temporary authorizations — ^by the legisla- 
tive body to meet the necessary expenditures for the intervening 
period. These expenditures, such as are absolutely necessary to keep 
the governmental agencies going, are met on the basis of the previous 
year’s appropriations or actual expenditures.^ The proposed budget 
plan, therefore, does not apply to the early part of the fiscal year as 
it does under the British system, but rather the budget plan of the 
preceding year. This means for all practical purposes that the pro- 
posed budget is applicable to or controls only that part of the fiscal 
^ The practice in Colorado is m a way an exception. See below, pp. 417-422. 
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year which is subsequent to the date of its adoption by the legislative 
body. 

Effect of Fiscal Year on the Budget Calendar . — Perhaps there is 
a greater lack of uniformity in the fiscal year of the various state 
and local governments of the United States than of any country in 
the world. Not a month in the year goes by that some governmental 
unit does not start its fiscal year. This situation, to say the least of 
it, makes comparable statistics on the finances of state and local 
governments very difficult, in fact, almost impossible, to compile. 
In its compilation of the financial statistics of states and cities, the 
United States Bureau of the Census finds itself continually strug- 
gling with the variations in the fiscal year. To add to this confu- 
sion, many state and local governments do not use the fiscal year 
alone, but they have other years, beginning at different times, such 
as the appropriation year, the budget year, the tax levy year, and so 
forth. This leads to confusion in conducting the fiscal business of 
these governments ; the appropriations are made on the basis of one 
year, the accounts are kept on the basis of another year, and the 
taxes are levied and collected on the basis of still another year. Nor 
does the desire for variety stop at this point. In several state and 
local governments each group of funds has a different fiscal year, 
the general fund closing at one date, the various special expendable 
funds at other dates. Even spending departments and agencies 
within the same governmental unit have different fiscal years which 
do not agree with the general fiscal year of the unit. So we have 
variations in the fiscal year as between the different states, as between 
the state government and the local governments under its jurisdic- 
tion, as between the governmental unit and its various spending 
agencies, and as between the different funds under the control of 
the same governmental unit. That this approaches the ridiculous 
one cannot deny. 

The fiscal year of the national government is from July i to June 
30, it having been changed from the calendar year in 1842. It is 
uniform for all funds and departments of the government. Twenty- 
nine of the state governments have the same fiscal year as the na- 
tional government, although only nine of these make it uniform 
for all agencies and funds. In the case of North Carolina, for 
example, July i to June 30 is the fiscal year recognized in the budget, 
but for several state agencies and funds there are other fiscal years 
ending on February 20, March 31, April 30, May 31, July lo, 
October 1 5, November 30, and December 3 1 . Virginia, likewise, 
has several fiscal years for its agencies and funds which differ from 
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the general fiscal year running from July i to June 30. In addition, 
this state has an appropriation or budget year extending from March 
I to February 28 or 29. This arrangement puts the budget on a 
different time basis from that followed in closing the accounts and 
reporting the state’s fiscal business, which is a difficult, if not an 
absurd, situation. The remaining nineteen states have their fiscal 
years on various dates. Nine of them begin their general fiscal or 
budget year on January i. These are Georgia, Idaho, Louisiana, 
Mississippi, Missouri, Nevada, Ohio, Oregon, and South Carolina. 
Three states, Alabama, Indiana, and Maryland, begin their fiscal 
years on October i ; three, Colorado, Massachusetts, and Rhode 
Island, begin theirs on December i. Wyoming and Washington 
start their fiscal or budget years on April i, which is the same as the 
British fiscal year. Pennsylvania begins its fiscal year on June i, 
and Texas on September i. Among the 247 cities with a population 
of 30,000 or more, 144 have fiscal years which are identical with 
the calendar year, 29 have fiscal years which coincide with the na- 
tional fiscal year, and the other 74 have fiscal years beginning on 
various and sundry dates.^ Nearly every month in the year is rep- 
resented among the beginning dates of the last named group of cities. 
The most unusual date for the beginning of the fiscal year is to be 
found among the third class cities of Pennsylvania, where, according 
to a general provision of the state law, it is fixed as the first Monday 
in January. Under this arrangement, the fiscal year varies both 
as to date of beginning and as to length in days. For example, it 
began on January 3 in 1927, on January 2 in 1928, and on January 
7 in 1929; between the first two dates there is a period of 364 days 
and between the last two dates a period of 371 days. The variation 
of a day one way or the other in the length of the fiscal year does 
not greatly affect the comparability of financial data, but when the 
difference between two fiscal periods is as much as a week, as it 
may be under this arrangement, these data can no longer be regarded 
as strictly comparable. In the small cities and in county, town and 
district governments, the fiscal years vary even more widely than 
they do in the larger cities. The fiscal years of the hundred county 
governments in Virginia, for example, begin during almost every 
month in the year. This is true of the county governments in several 
other states where a uniform fiscal year has not been fixed by 
state law. 

It is apparent from the foregoing discussion that the majority of 
state governments prefer the national fiscal year of July i to June 30. 

^Financial Statistics of Cities for 1925, pp, 84-88. 



PREPARATION OF THE ESTIMATES 331 

Most of the changes made in the state fiscal year in recent years — 
and there have been many — ^liave resulted in the adoption af the 
national fiscal year. The tendency has also been to make this fiscal 
year uniform for all state agencies and for all state funds. Only the 
state of Ohio has recently seen fit to change the beginning of its fiscal 
year from July i to January i, the latter date being made uniform 
for all cities, counties and other governmental units within the 
boundaries of the state.^ The city governments, particularly those 
with 30,000 or more population, are overwhelmingly in favor of the 
fiscal year beginning on January i. The preference among the 
smaller cities and the counties seems to be for the fiscal year which 
is identical with the calendar year, although a number of counties 
have the fiscal year of July i to June 30 established by state law. 

Why are the most popular dates for the beginning of the fiscal 
year in state and local governments either January i or July i ? The 
state governments prefer the fiscal year of July i to June 30 largely 
on account of the fact that this period corresponds to the national 
fiscal year. In the case of federal aid to the states for the construc- 
tion of highways and for other functions, there is an advantage in 
having absolute conformity in the fiscal years. This arrangement 
greatly simplifies the problems of reporting on the various funds. 
The city and other local governments prefer the calendar year as 
their fiscal year. This is probably due to the fact that it practically 
coincides with their political year. While most governmental agen- 
cies do not have a preference, some do. Educational agencies and 
institutions prefer the fiscal year of July i to June 30, because of 
the fact that their working year practically corresponds to it. Public 
works agencies, however, favor the calendar year as the fiscal year, 
since their activities are slackest in the winter season at which time 
they make plans for the coming yearns projects. Because of the 
preponderence of public works activities in local governments, par- 
ticularly cities, it is apparent that the calendar year would serve 
very satisfactorily as the fiscal year in these governments. 

As a matter of fact, it makes very little difference from the stand- 
point of financial information whether the fiscal year in state and 
local governments begins on January i or July i so long as there is 
uniformity, at least, within each of the several states. Financial 
reports and statistical analyses can be made equally well on the basis 

^ After less than two years’ experience with this arrangement, a special legis- 
lative committee (Joint Committee on Economy in the Public Service) recom- 
mended to the 1929 legislature that the fiscal year beginning July i be restored 
for the state government, thus avoiding the use of temporary appropriations pend- 
ing the adoption of the budget. See below, pp. 420-421. 
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of either period. From the standpoint of budgeting, however, there 
are certain factors in connection with the fiscal year that deserve 
consideration. One of these relates to the time of the meeting of the 
legislative body in respect to the beginning of the fiscal year. If the 
budget is to be adopted and the budget bills enacted, as they should 
be, just before the date of the opening of the fiscal year, then the 
legislative body must meet prior to this date. This does not present 
a difficult situation in the case of the local governments, since their 
legislative bodies generally meet at frequent intervals throughout the 
year. The only problem is in adjusting the political year so that a 
legislative body of newly elected members rather than members 
whose terms of office soon expire will pass on the budget. Either 
January i or July i for the beginning of the fiscal year will meet 
this requirement. 

But in the case of the state governments the situation is not so 
easily met. All state legislatures meet in January, except those of 
Florida, Georgia, and Louisiana, which meet in April, June and 
May, respectively. They also meet in regular session, in a majority 
of the states, only once in a biennium. Furthermore, it is not likely 
that the time of convening these bodies will be changed in the near 
future. Such a change would involve a constitutional amendment 
in every state, as well as a readjustment of the political year. The 
practical approach, therefore, seems to be through the proper ar- 
rangement of the fiscal year. If the fiscal year of the state govern- 
ments began uniformly on July i, the legislatures of all states would 
be able to pass on the budget and enact the budget bills before the 
year started. The states of Florida, Georgia and Louisiana would 
then be in a specially advantageous position, since their legislatures 
would meet just a short time before the fiscal year opened. In the 
other states, the meeting of the legislature would be six months 
ahead of the beginning of the fiscal year. Allowing two or three 
months for the preparation of the estimates and the formulation of 
the budget, this would place the date of estimaiting eight or nine 
months in advance of the fiscal year, which is a rather long period 
especially in view of the fact that more often than not the estimates 
cover two years instead of one.^ 

Those states, whose fiscal years begin on December i or January 
I, are at the disadvantage, as we have pointed out above, of not 
having the budget in force during the early part of the fiscal period, 
since two or three months, or perhaps more time, will have elapsed 

^In Alabama the estimates extend over four years, since the legislature meets 
quadrennially in regular session. 



PREPARATION OF THE ESTIMATES 333 

before the legislature can act on the budget. From the standpoint 
of good financial planning, this is undoubtedly a serious situation 
and ought to be avoided if possible.^ The only feasible way to do 
it seems to be to move the opening date of the fiscal year ahead so 
that it will follow the legislative session. In this respect, Washing- 
ton and Wyoming have a very good arrangement ; their legislatures 
meet in January and their fiscal years start on April i. This gives 
ample time for the legislature to pass the budget bills, and at the 
same time it permits the estimates to be prepared within five months 
of the beginning of the fiscal year. But the fiscal year which begins 
on April i does not correspond to the national fiscal year and 
besides it is not popular with the state governments. Nor does 
Virginia solve this problem by having a budget or appropriation 
year beginning on March i, while the fiscal year begins on July i. 
The fiscal year should always serve as the budget year, since it is 
extremely difficult to secure complete budgetary information on any 
other basis. 

Three states — Alabama, Indiana, and Maryland — go to an ex- 
treme in moving the opening of the fiscal year away from the legis- 
lative session. In each of these states the legislature meeting in 
January enacts the budget bills for the fiscal period beginning the 
first of the following October. The estimates must be prepared in 
each instance some ten or eleven months before the opening of the 
fiscal period to which they relate. In the case of Alabama, they are 
required to be filed eleven and a half months prior to this period; 
since the budget covers four years, this means that the estimates 
for the last year of the quadrennium are prepared almost four years 
in advance. 

After all, if the majority of the state legislatures continue to meet 
in January, perhaps the most satisfactory fiscal year for state gov- 
ernments is from July i to June 30. The local governments within 
each state may then have the same fiscal year or one which coin- 
cides with the calendar year. 

Considerable improvement may also be made in the national fiscal 
arrangement, but it is unlikely that anything will be done. Con- 
gressmen elected to office in November of the even numbered years 
do not sit in a regular session of Congress until December of the 
following year ; the so-called 'lame ducks,'’ that is, defeated candi- 
dates for reelection, and congressmen retiring from office sit in the 
session which meets in December following the election and take 

^For a discussion of the various expedients which are resorted to in meeting 
this situation, see below, pp. 417-422. 
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action on the budget for the forthcoming fiscal year. Attempts 
have been repeatedly made to change this situation, but without 
success. The regular sessions of Congress, instead of opening in 
December — seven months before the beginning of the fiscal year, 
might open much later and still provide sufficient time for the pas- 
sage of the appropriation bills. When these bills are enacted at a 
short session of Congress, they must go through in a period of three 
months, since this session ends on March 4. More time is usually 
taken to enact appropriation bills at a long session of Congress, 
which is unlimited in length ; however, the bills are generally passed 
in this case before the end of May. If Congress continued to meet 
in regular session each December, it would be possible to move the 
national fiscal year back to April i and still have plenty of time 
to take action on the budget before the year began. In fact, three 
months should provide ample time, so that Congress might meet 
regularly in January, the newly elected congressmen taking office at 
this time. With this arrangement the revised estimates could be 
prepared within six months of the opening of the fiscal year, whereas 
they are now prepared more than nine months ahead of this date. 
This would be conducive, as we have already pointed out, to greater 
accuracy in estimating the needs of the government since six months^ 
actual experience of the year preceding the budget period would be 
available. But even the present arrangement is superior from the 
standpoint of estimating to that of France, where the estimates for 
the national budget are prepared fourteen or fifteen months before 
the beginning of the period to which they apply. 

Another important factor from the standpoint of budgeting, which 
has a bearing on the fiscal year, is the arrangement of the tax calen- 
dar. Tax collections should start early in the fiscal year, so that 
adequate funds will be available to meet the current bills of the 
government. Otherwise, it will be necessary either to carry over a 
surplus for this purpose from the preceding year or to resort to the 
expedient of short time borrowing as a means of current financing. 
Neither of these methods is as desirable as having the inflow of 
revenues approximately equal the outgo of the government.^ The 
latter condition can be brought about only by synchronizing the 
tax calendar with the fiscal year. 

In all governmental units, the fiscal year should be the budget or 
appropriation year.^ There should be no other legally authorized 

^For a discussion of the problems of current financing, see below, pp. 494-495. 

® Unless otherwise explained, wherever the “budget yeaF’ or “budget period’V is 
referred to in this volume, it is used as being synonymous with the fiscal year or 
the fiscal period. The fiscal period is merely another term for the fiscal year or 
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period for the administration of the budget plan, for the opening and 
closing of accounts, for financial reporting, or for the compilation of 
statistical data relating to governmental income and outgo. The 
fiscal year should be uniformly applied to all agencies and funds of 
the governmental unit. There would also be some advantages to 
having uniformity between the fiscal years of the various states, 
as we have already indicated. Certainly, it seems advisable that 
all the local governments within each state should follow a uniform 
fiscal year. In establishing this year, the effect of the state budget 
calendar upon the expenditures and income of the local governments 
should be taken into account. 

Collection of Supplementary Data. — ^We have already called 
attention to the fact that by no means all of the information required 
in budget making can be furnished by the written estimates. Sup- 
plementary data should be supplied through field investigations and 
surveys. Before concluding this chapter we should say something 
about the investigation and study of the estimates by the budget 
staff agency or by special investigators. 

The budget staff agency should be busy throughout the fiscal 
year collecting budgetary data. During this time it should gather 
a large part of the information which we have discussed above in 
Chapter VI, particularly the data relating to the development and 
expansion of spending agencies, to governmental income and taxa- 
tion, and to the economic, industrial and social conditions existing 
within the jurisdiction of the government. If the budget staff 
agency is not equipped to do this work, then the budget maker should 
call upon other governmental departments and agencies for as- 
sistance, or he should employ specialists from private concerns. The 
staff members of research organizations, which devote their time 
largely to governmental problems, are often available for this work. 

The general organization, methods of work, and growing expend- 
itures of governmental departments and agencies, particularly those 
of state and municipal governments, need to be carefully surveyed 
at frequent intervals by competent individuals who are not directly 
interested in the appropriations which are granted to these depart- 
ments and agencies. Such individuals, as a general rule, should be 
secured from superior governments or from private organizations. 
State governments often have specialists who are available for sur- 
veys of local governments, particularly in the fields of health, educa- 

fiscal biennium. It is not used, as in France, to designate a period three or four 
months longer than the fiscal year, the purpose of which is to enable the accounts 
for the fiscal year to be closed after the bills of that year have been paid. 
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tion, and public welfare. The national government, likewise, has 
specialists who may be secured to make surveys in both state and 
local governments. Several governmental research organizations, 
especially bureaus of municipal research, have men who are available 
for making these studies. The New York Bureau of Municipal 
Research, for example, has made a number of surveys and studies 
of state and local governments during recent years which were defi- 
nitely related to the budget. These surveys and studies can be of 
great assistance to the budget maker. With them, he has a much 
broader basis for judgment in passing on the requests of the various 
departments and agencies for appropriations ; he has before him not 
only the estimates of these departments and agencies but also the 
findings of disinterested specialists. 

There are a number of specific problems relating to the budget 
which can be studied at any time during the fiscal year. The more 
important of these pertain to the operation, maintenance and repairs 
of the' different plants and buildings owned by the government. 
Competent persons, who may be attached to the budget staff agency 
or to some governmental department, should make an annual survey 
of all plants and submit a report on the conditions of each to the 
budget maker. In this way the cost of operation of heating and 
lighting plants may be checked up. Often mechanical adjustments 
can be made in such plants, or different methods of firing iised, 
which will greatly reduce the consumption of fuel or permit the 
use of a less expensive grade of fuel. Needed repairs may also be 
anticipated and the urgency of those for which requests are made 
may be investigated. This type of field study is particularly desirable 
in those state and city governments which operate a number of in- 
stitutions of one kind or another. A few of the state governments 
now follow this procedure in checking up on plants and buildings. 
For example, in the preparation of the Illinois state budget under 
Governor Lowden, the department of finance secured specialists 
from other state departments for this purpose. The architect from 
the department of public works and buildings directed the examina- 
tion of all state buildings and made written reports to the depart- 
ment of finance covering the nature and cost of all necessary repairs. 
Likewise, the supervising engineer of the same department examined 
the machinery of the various state plants and estimated the cost of 
needed repairs and replacements. Most state governments and large 
city governments would have in their employment persons compe- 
tent to perform this work, just as in the case of Illinois. If such 
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persons are not available in the government service, then they should 
be secured temporarily from the outside. 

The budget staff agency should have available cost data of various 
kinds, such as consumption figures, purchase units and prices, per 
capita institutional costs, and so forth, as a means of checking up 
on the estimates. Probable price trends are also of some value in 
the examination of estimates for commodities. The additional 
information, whatever it may be, should be gathered with one pur- 
pose ; that is, to enable the budget staff agency to detect careless or 
inflated estimates. 

There are several problems in connection with the income of 
the government, as we have already indicated in Chapter VI, which 
are just as important as those relating to the expenditures. Fre- 
quently, the budget staff agency overlooks these problems and 
devotes its entire attention to a study of the expenditures. This 
should not be the case. Data should be gathered relative to the cost 
of collecting the various sources of revenue. Not infrequently it 
happens that the expense of collection is so great as to consume most 
of the receipts. The amount of delinquent taxes should be ascer- 
tained so that the proper allowance can be made in the budget and 
steps can be taken, if possible, to correct the situation. The effect 
of taxes and other sources of revenue on commerce and industry 
should be studied with the idea of removing unnecessary burdens. 
In fact, the revenue system of every government should be surveyed 
periodically to ascertain if it is being kept abreast with existing eco- 
nomic conditions or with the demands of the time. This type of 
survey is illustrated by the reports of the special joint committee 
on taxation and retrenchment of the New York state legislature, 
which during the past eight or ten years has been studying, among 
other things, the problems of state taxation. In carrying on this 
investigation, the committee has had the assistance of staff members 
of the New York Bureau of Municipal Research and the National 
Institute of Public Administration. 

Finally, a survey of the economic elements — the wealth, industries, 
commerce, natural resources, and taxable properties — of the govern- 
mental area is needed as a basis for determining the probable cost of 
public functions over long periods of time and as a guide in deciding 
many questions of policy. Such surveys have already been attempted 
in a few state governments in connection with budgeting. The Vir- 
ginia budget law, for example, requires ‘^a general survey of the 
state’s financial and natural resources, with a review of the general 
economic, industrial and commercial condition of the common- 
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wealth.” Under this provision, attention has been directed in the 
governor’s budget message to agricultural development, bank re- 
sources, mineral output, coal production, forest preservation, water 
power, trade and commerce, and fisheries. Where the government 
comes’ into vital relations with any private economy, the status of 
that economy should be carefully studied in connection with the 
budgetary requirements. In short, business, industry, and commerce 
ought be given a regular place in the budget. We would then ap- 
proximate what A. E. Sheldon, former director of the Nebraska 
legislative reference bureau, once called the social budget. Mr. 
Sheldon used this term in arguing for a budget that would show the 
relation of the growing expenditures of the government to the in- 
crease in the various forms of wealth and taxable resources. 



CHAPTER XI 


REVIEW AND REVISION OF THE BUDGET 
ESTIMATES 

A PAINSTAKING I'cview aiid revision of the estimates are neces- 
sary to the formulation of the budget. No mere compilation of the 
estimates by departmental clerks or by detached financial officers 
can serve the purposes of a budget. Experience in several state and 
city governments indicates that such a compilation is practically use- 
less as a guide in shaping legislative judgment or as a basis for 
legislative action. This is due to the fact that the estimates are 
nearly always inflated by the officers who prepare them, either inten- 
tionally or as a result of superabundant enthusiasm for their work. 
Since these officers are primarily interested in the activities under 
their supervision and naturally regard these as the most important 
that the government is carrying on, they cannot be greatly blamed 
if they do inflate their estimates. This, it seems, is to be expected. 
But the fact remains that such officers cannot be depended upon to 
prepare estimates which, when compiled, will present a coherent and 
well-balanced financial program for the whole government. They 
generally lack perspective and appreciation of the larger govern- 
mental problems. 

For this reason, the estimates are little more than independent 
expressions of opinion by the spending officers of the requirements 
for their respective units of the government. They need to be care- 
fully scrutinized, compared the one with the other, apportioned in 
amounts according to the relative importance of the services, and 
finally determined in the light of the total income — either available 
or proposed — of the government. Such steps must be taken before 
a unified financial plan can be produced. This means nothing less 
than review and revision of the estimates by a responsible central 
authority — an authority who sees the work program and the financial 
needs of the government as a whole, and from the administrative 
point of view. Review and revision of this character are absolutely 
necessary; in fact, this procedure is the only one by which a bal- 
anced and workable budget can be formulated. 

Who Should Be Responsible for Reviewing the Estimates?— 
Undoubtedly the authority which formulates the budget for the 
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legislative body should review the estimates. No other governmental 
authority can properly be made responsible for this task. Among 
the budget making authorities which have been established in this 
country, the most effective, as we have pointed out in Chapter IX, 
is generally conceded to be the chief executive or administrative 
officer. Being at the helm of the administration, he is in a position 
to have a first-hand knowledge of the needs of all spending depart- 
ments and agencies of the government. Moreover, he is a high 
policy-shaping officer. For him the review of the budget estimates 
ought not to be a difficult task. 

We do not mean to give the impression that the budget maker 
should perform all the detailed work incident to the review of the 
estimates. The budget staff agency should do the preliminary work 
of sifting the various items of the estimates; it should investigate 
the performances and costs of the spending agencies, and judge, as 
far as possible, the accomplishments of the various services. In 
short, the budget staff should furnfsh the technical or expert advice 
with reference to the activities and needs of the government. The 
budget maker, however, should be fully responsible for all im- 
portant decisions, and he should arrive at these decisions after 
weighing the available budgetary information. This information, 
if it is to be at all complete, is of a varied and complex nature, as we 
have indicated in Chapter VI. It is not easily mastered ; but without 
it, the budget maker must labor under the handicaps of limited per- 
spective and narrow vision. 

What we have just said relates largely to expenditure estimates. 
The budget maker should not approach the task of formulating the 
budget with gn eye single to expenditures, as is frequently done. 
The budget, if correctly proportioned, should give equal emphasis to 
both the income side and the expenditure side. This means a thor- 
ough review of the revenue estimates by the budget maker. If these 
estimates have not been prepared under his direct supervision, there 
is that much the more reason why he should not only review but 
perhaps revise them. Here again the budget staff agency can assist 
him ; it can produce additional information, suggest new sources 
of revenue or changes in existing sources, and study the economic 
effect of the various taxes and other revenues. 

Lim^ on the Revision of the Estimates. — Certain limi- 

tations are often imposed upon the action which the budget maker 
may take in revising the estimates. Indeed, this is frequently the 
case in those governments where the chief executive is the budget 
making authority. The idea seems to be to prevent the executive 
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from curtailing certain estimates, particularly those of the legisla- 
tive body and of the courts. It is an offshoot of the old notion of 
the tripartite division of powders in our system of government. 

The national budget law provides that the President must include 
in the budget without revision the estimates of Congress and of the 
Supreme Court. Otherwise, the President is free to revise the esti- 
mates as he may see fit. The Maryland budget amendment forbids 
the governor to revise the estimates of the legislature, of the judi- 
ciary, and of the public schools. West Virginia has a similar pro- 
vision in its budget amendment, limiting the action of the board of 
public works which is the budget making authority in that state. 
The budget amendment recently adopted in New York state requires 
the governor to include the estimates of the legislature and of the 
judiciary in the budget without revision, but with such recommenda- 
tions as he may think proper. Provisions denying the governor the 
power to revise the estimates of the legislature and of the judiciary 
are contained in the budget laws of a number of states, notably 
Colorado, Oklahoma, New Mexico, South Carolina, and Virginia. 
The budget laws of Nevada, Utah, and Wyoming exempt the esti- 
mates of the legislature, but not those of the judiciary, from the 
governor’s revision. In several states, however, the governor is 
given a free hand in revising all the estimates. For example, the 
budget amendments of California and Massachusetts do not limit 
the governor’s authority in this regard. As a general rule the city 
and other local governments do not limit the budget maker’s power 
with respect to the revision of the estimates. It is only in the 
national and state governments that limitations of this kind have 
been thought advisable, and even in these governments the idea has 
not been consistently applied. In some cases, the exemption from 
revision by the budget maker applies only to the legislative esti- 
mates; in other cases, to both the legislative and the judicial esti- 
mates; aiid in still other cases, to the estimates not only of the 
legislature and of the judiciary but also of the public schools. 

There seems to be no need for placing restrictions on the power 
of budget maker to revise any or all of the estimates, except in 
those instances where the legislative body is not allowed to increase 
the items in the budget. Even in such instances {e.g, Maryland), 
the legislative body is permitted to increase or decrease its own re- 
quirements, and to increase those of the judiciary. Assuming that 
the governor had reduced the estimates through being allowed to 
revise them, this procedure would enable the legislature to restore 
the original amounts. And since, under the Maryland amendment, 
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legislative action on the budget bill is final, not requiring the subse- 
quent approval of the governor, the wishes of the legislature would 
stand. The New York budget amendment, while it denies the 
governor the right to revise the estimates of the legislature and of 
the judiciary, requires him to approve the appropriations for these 
two branches before they become legally effective. Since the gov- 
ernor of New York has the item veto, he may reduce the appropria- 
tions by cutting out certain items before approving them. The 
legislature would then have to override his veto in order to restore 
the items. If the legislature has adjourned at the time the governor 
approved the appropriations, his vetoes, if any, stand without ques- 
tion. A revision, in the first place, of the legislative and the judicial 
estimates by the governor seems preferable to this roundabout 
procedure at the end. The revision of the estimates is likely to be 
less arbitrary than the exercise of the veto power at the time of 
approval, assuming that the governor is inclined to be at all capri- 
cious about the matter. As to the estimates for the public schools, 
there is no logical reason why they should be exempt from revision 
by the governor. Public education cannot be regarded as one of 
the powers or branches of government on an equal footing with 
the legislature, the executive, and the judiciary. It is essentially an 
administrative function in the state governments, and as such, its 
financial requirements ought to come within the purview of the 
executive, subject to whatever revision he may deem necessary in 
budgeting them. 

The foregoing discussion applies only to expenditure estimates. 
There are, in general, no direct limitations on the powers of the 
budget maker to revise the revenue estimates which may be prepared 
for him by independent financial officers. By implication, in some 
instances, the budget maker’s authority in this direction would seem 
to be limited, but not to any great extent. In many instances, the 
revenue estimates are prepared by the budget staff agency under the 
immediate supervision of the budget maker; they are, therefore, 
revised, altered, or changed as the budget maker may see fit in the 
process of making. When completed, they represent what the budget 
maker thinks will be the probable receipts. 

Methods and Practice of Reviewing and Revising the Esti- 
mates.— The review of the estimates, as we have already pointed 
out, is largely a task for the budget staff agency. This involves a 
preliminary scanning of all the estimates as soon as they are returned 
by the various spending agencies, with tentative totals for each 
and an aggregate of all expenditure requirements which can be 
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compared with the anticipated income of the government. In mak- 
ing this preliminary examination, the members of the budget staff 
agency should note those features which are to be given further 
study, or which are to be checked in the light of data gathered by 
the staff agency during the year. The budget maker should be 
informed as to the tentative totals and the relation between proposed 
expenditures and anticipated income just as soon as the preliminary 
examination lias been completed. He may then give the staff direc- 
tions which will aid in further study and in the final revision of the 
estimates. It is important to anticipate at this stage the major 
reductions that are to be made in the expenditure estimates, assuming 
that such reductions are necessary. 

Following the preliminary examination of the estimates, the bud- 
get staff agency should begin a detailed study, subjecting all the 
estimates to careful scrutiny, making investigations and securing 
additional data wherever necessary. This, again, is primarily a task 
for the budget staff ; indeed, in many governments, it is the principal 
one that the staff performs. The usual procedure is for the budget 
director, or the members of the staff, to go over the estimates with 
the directing heads of the various departments and institutions. 
Sometimes the estimates are divided among the members of the 
budget staff, those of certain spending agencies being* assigned to 
each member for intensive study after which a report is made to the 
head of the staff agency. In this report the investigator sets forth 
such collateral information as may be pertinent and makes sugges- 
tions for revision or reapportionment of the amounts requested in 
the estimates. This is a desirable procedure to follow in any large 
government, especially where there are several examiners on the 
budget staff agency. It is the method used by the national govern- 
ment and by the city of New York. In New York City the investi- 
gators have practically the same departments and agencies assigned 
to them year after year, so that they become thoroughly conversant 
with the expenditure requirements. At the same time they accumu- 
late a mass of information about the workings of the agencies which 
they examine ; this gives weight to their opinions and recommenda- 
tions. Thus they help to give continuity to departmental policies 
despite changing administrative heads. 

After the reports of the investigators are filed, the budget director 
usually holds conferences with the heads of the various spending 
agencies. These conferences may be held either in the office of the 
budget director or at the department or institution concerned. Usu- 
ally they are held at the budget director's office. The member of 
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the budget staff or the investigator who studied the estimates of the 
particular spending agency is present at the conference. The head 
or other officer of the spending agency is given the opportunity to 
go over the estimates in the light of the investigator’s report and to 
present the case of the spending agency in asking for funds. The 
investigator may reply to this if he thinks it necessary, his position 
being that of defending the public treasury. The budget director 
may make further inquiries to enable him to come to a decision as 
to what he thinks should be allowed in view of the instructions which 
he has received from the budget making authority. Pie should 
study all the available data with reference to the requests of each 
spending agency. Often it is advisable for him to visit each spend- 
ing agency so that he may visualize the work that is actually being 
done and the various processes of operation. Having mastered in 
this way the essential details of the expenditure requirements, the 
budget director or other head of the budget staff agency is ready 
to take up the estimates with the budget making authority. 

From this point, there are at least two methods of proceeding with 
the review of the estimates. The budget making authority may 
confer with the budget director or other head of the staff agency 
and upon the basis of the latter’s suggestions take action on the 
estimates, or this authority may hold conferences with the heads of 
the various spending agencies, the budget director being present, and 
upon the basis of these conferences, the data supplied by the budget 
staff agency, and personal investigations, proceed to a revision of 
the estimates. The former method is followed in the national 
government and in a few of the larger states. The latter melliod 
is followed in the majority of the states and in practically all the 
local governments. A choice between the two methods depends 
largely upon how much time the executive can give to a detailed 
study of the estimates and whether or not he has a budget staff 
agency upon which he can rely for a careful examination of the 
estimates. In the case of the President, it would be out of the ques- ^ 
tion for him to attempt a detailed examination of the estimates; 
besides, he has a budget staff to do this work. The same thing 
applies in a lesser degree to the governors of some of the larger 
states. But many of the states, as we have indicated above in 
Chapter IX, do not have staff agencies to assist the governor or 
other budget making authority. In these instances, only temporary 
assistance can be secured in reviewing the estimates, the result being 
that the budget maker must {amillarize himself with the details of 
the estimates. Pie has no one to depend upon for supplementary 
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information or for suggestions. The same thing is true in many of 
the local governments. For the budget maker to endeavor to get 
along without the aid of a permanent staff agency is at best a make- 
shift arrangement, except in the smaller local governments. 

lUtisirations of Current Practice . — Under the method of review- 
ing the estimates followed by the national government, there is a 
so-called board of estimates in the Bureau of the Budget which 
conducts hearings or conferences with the departmental and bureau 
heads, considers the reports of the investigators, and suggests revi- 
sions in the estimates.^ It is upon the basis of the decisions of this 
board that the President finally acts on the estimates, the amounts 
agreed upon being included in the budget. These amounts constitute 
the maximum that the spending agencies may request when appear- 
ing later before the congressional committees. While the President 
does not actually take part in the deliberations of the board of esti- 
mates, he is apprised of its decisions through the Director of the 
Budget. All decisions of the board are, of course, tentative. Only 
the President’s judgment is final; he may approve the board’s action, 
or he may amend it as he sees fit. The important point in this pro- 
cedure is that the revisions of the estimates are actually made by 
the board of estimates, of which the Director of the Budget is the 
dominant figure, rather than by the President; but these revisions 
must, in general, meet with the President’s approval or fail to be 
included in the budget. 

In certain states something of the same procedure is followed 
in reviewing the estimates as in the national government. The task 
falls upon the budget commissioner, or upon the director of finance, 
and he uses his office staff to assist him. In Massachusetts, for 
example, the budget commissioner is charged with the responsibility 
of seeing that the estimates are carefully reviewed and that sup- 
porting information is gathered as a means of judging their ade- 
quacy or inadequacy. It is his duty to present to the governor a 
revision of all expenditure estimates for the latter’s examination and 
approval. In other words, the budget commissioner through his 
staff does all the preliminary work for the governor, merely keeping 
in mind the general policy which the governor has previously ex- 
pressed to him. The main feature in the governor’s policy is usually 
the fixing of the general propei’ty tax for the state at a certain figure. 
With this in mind, the budget commissioner must then revise, 
change, or amend the expenditure estimates so as to bring the aggre- 
gate within the total anticipated income of the state government 
^ See above, p. 296 for the Eiembership of board of estimates. 
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The figures thus arrived at in the process of review are likely to 
meet with the approval of the governor, since they are practically 
arrived at under his supervision. He may not, and usually does not, 
follow all the details, but in the aggregate he sets the figures which 
are to go in the iDudget. 

Another example of this type of procedure for reviewing the esti- 
mates is the one that was inaugurated in Illinois under the admin- 
istration of Governor Lowden. It was made possible through the 
reorganization of the administrative agencies of the government 
under which a department of finance was established as a general 
fiscal agency. The head of this department, the director of finance, 
is charged with the review of the estimates and the preparation of 
the budget for the governor. He is permitted to '‘approve, disap- 
prove, or alter the estimates’’ in the process of reviewing them for 
the governor. Whatever action he may take in this regard is, of 
course, in keeping with the general fiscal policy which the governor 
may have outlined to him. His decisions are subject to approval 
by the governor, the latter being free to approve them or not. Dur- 
ing his administration. Governor Lowden gave considerable attention 
to the details of budget making. He held conferences with his 
chief administrative officers at which the director of finance and the 
superintendent of the budget w’^ere usually present. At these con- 
ferences, the proposed revisions in the estimates were discussed, 
suggestions were made by those concerned, and decisions were ar- 
rived at which all understood and were able to support when the 
budget finally went to the legislature. The budget recommendations 
of the governor, therefore, had the general backing of his admin- 
istration. Although the legislature was not limited in the action 
which it might take on the governor’s recommendations, it did not 
under these circumstances see the necessity of making any drastic 
changes in his proposals. At least, there was no agitation for such 
changes on the part of the administrative officers, the governor 
having made it clear that all requests must go to the legislature 
through him. In other states which have adopted the Illinois form 
of organization, the governors have followed with more or less suc- 
cess a procedure similar to the one inaugurated by Governor Lowden 
for the review and revision of the estimates. Where anything like 
the cabinet type of state administration prevails, the governor wdll 
imdoubtedly find this method advantageous in studying the estimates 
and in arriving at the figures which are to go in his budget. 

In several states the governor delegates to his budget staff agency, 
if he happens to have one, very little of the detailed work of review- 
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ing the estimates. Fie sets the dates for the conferences with the 
heads of the various spending agencies; he presides at these con- 
ferences, sometimes with the aid of other administrative officers ; 
and he directs the revision of the estimates. Unless the governor 
has an unusual grasp of the financial requirements of all state agen- 
cies, this method is likely to result in a cursory examination of the 
estimates and more or less snap judgment in making the revisions. 
Financial data in support of the estimates, as a broad basis to work 
from, are genei'ally lacking. These data can be secured only where 
there are proper staff facilities for the study of all details of the 
estimates. Several governors visit all the state institutions and 
most of the state departments during the budget making period. 
This is worth while for the purpose of getting a general impression 
of what the various state agencies are doing, but such visits cannot 
be regarded as a substitute for a thoroughgoing technical study of 
institutional and departmental problems. On such occasions, the 
governor can give only two or three hours at most to a cursory 
survey of each agency. He usually notifies the head of the agency 
of his intended visit some time in advance, so that when he arrives 
the stage is set. He sees what he is intended to see and very little 
more. In those states with biennial budgets, these visits from the 
governor occur only once or twice during his term of office. This 
is thoroughly inadequate for even a general knowledge of the situ- 
ation unless the governor has already had several years in some 
other official capacity that would bring him in contact with the state 
agencies. Although he may find time to make yearly, half-yearly, 
or even quarterly visits to the state departments and institutions, he 
will still be in need of the assistance of trained investigators in 
conducting studies of the expenditure requirements of these agencies. 

The foregoing discussion has been directed at the practice in 
those states where the governor is the budget making authority. 
As we have already pointed out in Chapter IX, several states have 
boards or commissions which act as the budget making authority. 
These boards or commissions usually represent attempts to bring 
together as a council the heads or responsible officers of the more 
important spending agencies of the state government. In the re- 
view of the estimates, the board type of budget making authority 
may act with or without a staff agency. In any event, it lacks 
leadership when it undertakes the revision of the estimates. There 
is no one individual responsible for final decisions in cases of con- 
flicting judgments or opinions; all such conflicts must be settled by 
compromises in which the best interests of the state as a whole may 
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be disregarded. The governor, who is generally a member of the 
budget board, has no more authority in making decisions than does 
any one of several powerful administrative officers. In some in- 
stances, legislative influence is also introduced at this stage by 
having certain members of the legislature sit on the budget board. 
This complicates the process still further and often makes it even 
more difficult to arrive at decisions which are in keeping with what 
the state services actually require. It is a question usually of too 
many cooks spoiling the broth. Budgeting, more than any other 
fiscal process, seems clearly to demand individual responsibility, 
at least in its initial stage. No other method of approach gives 
results which appear to be quite as satisfactory. 

What we have just said about the review and revision of the 
estimates in state governments applies with equal force to local 
governments. In those cities which have the strong mayor or the 
manager forms of government, much the same procedure is fol- 
lowed as in the states where the administrative organization has 
been largely centralized under the governor. The mayor or the man- 
ager usually depends upon the director of finance, the budget com- 
missioner, or the budget director, to review the estimates, to gather 
collateral information, and to suggest changes in the requests. The 
chief administrative officers, composing a sort of cabinet, are gen- 
erally called in by the mayor or the manager to discuss the estimates 
in informal conferences. Usually the budget officer is present at 
these conferences and presents the facts which he has gathered in 
rebuttal to the arguments of the administrative officers for their 
requests. In this way the mayor or the manager arrives at his 
decisions as to the revisions or adjustments which are to be made in 
the estimates. He may, how^ever, conclude that it is desirable to 
leave the estimates as they stand and attempt to find new or in- 
creased sources of revenue as a means of financing the larger expend- 
itures. This is a matter for him to decide; the responsibility is 
clearly upon his shoulders. The important point in this connection, 
nevertheless, is that the foregoing method generally provides him 
with adequate information and expert advice upon which to act. 

The commission form of city government is very different in this 
respect ; it presents a peculiar problem in budget making. This 
arises from the type of overhead organization, usually consisting of 
five commissioners. These commissioners are on an equal footing 
so far as source of power and administrative authority are con- 
cerned. Furthermore, they are not only the multiheaded executive 
of the city government, but they also constitute the legislative body. 
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In this dual capacity, they both propose and vote the budget. One 
of their number, the commissioner of finance, is generally made 
responsible for bringing the estimates together, but the review and 
revision of the estimates is usually a joint task. In the process, 
logrolling tactics are frequently in evidence; each commissioner con- 
cedes something to the others in order that he may obtain their 
approval of his requests. The budget is often improperly balanced 
as a result, but there seems to be no way to prevent this from hap- 
pening under the commission form of government. 

In those local governments which are more or less decentralized 
from an administrative standpoint, as in a number of cities and in 
most counties, budget boards are frequently established. These 
sometimes take the form of boards of estimate, or estimate and 
apportionment.^ The purpose of these boards, whatever their form, 
is practically the same as the budget boards in state governments. 
The methods which local budget boards follow in reviewing and 
revising the estimates are similar to those of the state boards and in 
the end about the same results follow. Personal responsibility is 
lacking; and the budget is often more of a fiscal makeshift than a 
real plan. Local governments, particularly counties, will continue to 
experience this difficulty in budget making until some form of gov- 
ernment which centralizes administrative authority in a chief execu- 
tive officer is generally inaugurated. 

General Methods of Revision . — ^An examination of current budg- 
etary practices reveals at least three different methods of revising 
the estimates. The first one of these is by means of percentage 
cuts, the second one is based on a study of probable needs, and the 
third one is executed through the fixing of maximum figures. The 
first method is by far the simplest of the three and at the same 
time the most unsatisfactory. It rests upon an erroneous assumption, 
namely, that all estimates are inflated; furthermore, that they are 
inflated to about the same degree. If the estimates of some spend- 
ing agencies in a governmental unit are “padded, it does not fol- 
low that all estimates are — certainly, not to the same degree. The 
only way for all estimates to be uniformly “padded^’ would be for 
the heads of the various spending agencies to be in collusion which 
is not likely to happen in a government of any size. Besides, the 
praGtice of “padding” estimates is no longer in evidence as it was 
a few years ago when revisions were made largely, if not entirely, 
by legislative committees. Senator Reed Smoot, in speaking of the 
^ See above, p. 287. 
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practice in the national government prior to the adoption of the 
budget system, remarked: 

A certain administrative officer said to me once, after the passage of the 
appropriation act carrying the item for his bureau, ^‘Well, Senator, you 
treated us all right.” 

‘What do you mean,” I said to him, ‘We cut off about one third of the 
amount you asked for.” 

“Yes, I know that,” the officer replied, “hut when we prepared our esti- 
mates we purposely added 40 per cent to the amount we actually needed, 
because we expected the committee would cut us down about that proportion. 
So as a matter of fact we got all we expected, and certainly all we wanted.” ^ 

In those days congressional committees struggled with poorly 
prepared and inflated estimates; they had few facts upon which 
to act and their time was limited, so the percentage method of revi- 
sion was applied. With what results the foregoing story by Senator 
Smoot indicates. If some new bureau head, uninitiated in the cur- 
rent practice of estimating, should have sent in estimates which 
accurately represented the needs of his bureau, he would have fared 
badly under this method since he would have gotten only about two 
thirds as much as he required. One experience of this kind would 
undoubtedly have been enough to educate him in the proper tech- 
nique of estimating under such conditions. 

The appropriation or finance committees in state legislatures and 
even in city councils often followed the same method as the congres- 
sional committees. They adjusted the estimated expenditures to 
the probable income of the government, in so far as this was done 
at all, by percentage cuts. Of course, this method really encouraged 
the inflation of the estimates. The greater the cut, the more the 
inflation ; and so it went merrily on. 

The first real check to this situation came in making the admin- 
istration, through its chief executive, responsible for reviewing and 
revising the estimates in the process of formulating the budget for 
legislative action. No careful executive would think of applying 
the method of percentage cuts in revising the estimates for his 
budget. Indeed, for him to do so would bring his competency, as 
well as his methods, into question. 

The second method depends upon a careful study of the probable 
needs of the various spending agencies as a basis for the revision 
of the estimates. This study is usually made by the staff agency 
under the direction of the budget making authority. It is assumed 
that the estimates when filed represent the independent judgment 

^Reed Smoot, “Reforms in the Federal Government,” Proceedings of the Acad- 
emy of Political Science, July 1921, p. 105. 
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and the unrestrained demands of those who prepare them. They 
may, or they may not, be inflated; this fact is ascertained through 
a study of the various items which they contain. Whatever action 
is taken in revising* the estimates depends largely upon the findings 
of the investigating staff as to the needs of the several spending 
agencies. Of course, the necessity for balancing the budget when a 
limited income is anticipated is also an important factor in the revi- 
sion of the estimates. Even desirable requests may then be denied. 
The actual revision under this method is done by the budget making 
authority, either directly or by its staff agency. Usually the esti- 
mates are revised by items, the amount allowed in the case of each 
item being indicated; but sometimes they are revised merely by 
group totals, no entries being made to show just what items have 
been changed. In the latter case the requests of the spending agen- 
cies as well as the revisions of the budget making authority should 
be printed in the budget, otherwise the details making up the totals 
will be lacking. In the former case the requests of the spending 
agencies may be dropped in printing the budget, and yet the in- 
formation would be complete as to details.^ But the manner of 
expressing the revised amounts, whether by items or by totals, is 
not the prime consideration in this connection. We are here con- 
cerned with the method of revision. In actual practice, this second 
method is followed by the budget making authorities of a large 
majority of the state and city governments in revising the estimates. 

According to the third method of revising the estimates, the 
budget making authority or its staff agency reviews the estimates 
and then fixes the maximum amounts which the spending agencies 
are not to exceed. Thereupon the spending agencies are asked to 
revise their original estimates, bringing them within these amounts. 
This may be accomplished by the submission of two sets of esti- 
mates, preliminary and revised, or by the addition of a column on 
the estimate forms for the revised figures by the spending agencies. 
While the national government provides for two sets of estimates, 
the additional column on the estimate forms seems more practical 
for state and local governments. The same careful study of the 
estimates is made under this method as under the preceding method ; 
the essential difference is that the detailed revision of the estimates 
is made by the spending officers rather than by the budget making 
authority or its staff agency. The main argument in favor of the 
spending officers performing this task is that their cuts will be made 
where they least inter fex“e with the administrative work. This, in 

See below, pp. 36I-363. 
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general, is perhaps true ; however, the scheme presupposes a certain 
rigidity of budgetary items which does not exist where a work 
program and allotments are used in the execution of the budget.^ 
Should the spending officers wish to make additional requests beyond 
the maximum amounts which have been fixed by the budget making 
authority, they are usually permitted to submit what are sometimes 
called ''supplemental estimates,” setting forth these requests arranged 
in the order of their importance or urgency. If funds are esti- 
mated to be available when the budget is being cast into final form, 
the budget making authority may then allow the more important of 
the additional requests. 

Both the second and the third methods of revising the estimates 
are about equally satisfactory from the standpoint of the executive 
as the budget maker. It depends largely upon the budgetary pro- 
cedure as to which one can be most advantageously used in a par- 
ticular governmental unit. It must be borne in mind, however, that 
these methods apply only to the revision of expenditure estimates. 
In revising the revenue estimates which are not prepared under his 
immediate direction, the budget maker generally uses a method that 
resembles very closely the second method discussed above, namely, 
that of revision based upon a careful study of probable receipts. 

Long Time Financial Planning as an Aid to Budgeting. — 
It is in the review and revision of the estimates that long time 
financial planning proves especially helpful to the budget maker. 
As we have already pointed out in the conclusion of Chapter VI, 
a farsighted financial policy cannot be formulated without a look 
ahead for five or ten years, particularly in the matter of public 
improvements. It is not enough merely to plan the requirements of 
government twelve or twenty-four months ahead; every experienced 
budget maker will doubtless concede this. Only the long time finan- 
cial program offers the means for getting that glimpse into the future 
which is so vital in the making of every sound budget plan. 

Because of the importance of long time financial planning in con- 
nection wdth annual or biennial budgeting, we are going to digress 
at this point in order to summarize the procedure for formulating 
a financial program extending over several years,^ 

In nearly every city where a long time financial program has been 
prepared up to this time, a special committee or agency has been 

^ See below, p. 458. 

® This procedure, as applied to city governments, has already been discussed 
at some length by C. E. Rightor of the Detroit Bureau of Governmental Research. 
See Rightor’s The Preparation of a Long Term Finmicial Program, publication 
No. 5, Municipal Administration Service, 1927, pp. i6ff. 
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constituted for this purpose. The general opinion seems to be that 
a program formulated in this way carries greater weight than one 
prepared by the regular city authorities. However, there is no good 
reason why the budget making authority with its staff agency should 
not be able to produce a satisfactory financial program. It may be 
necessary to add temporarily to the budget staff agency a few spe- 
cialists in engineering and city planning, but this can usually be 
done. Private agencies, such as governmental research organiza- 
tions, may also be engaged to study special phases of the problem 
and report to the budget making authority. 

The actual procedure for assembling, reviewing and revising the 
data for the formulation of the long time financial program does not 
differ very materially from that already outlined for the prepara- 
tion of the budget. Estimates for the program are prepared by the 
departments and agencies of the government in much the same way 
that they are for the budget. Special emphasis is placed upon the 
estimates for improvements, the costs of these being shown by units 
or by projects. If the program is to cover, for example, a period 
of ten years, the improvements are distributed over this period 
according to the necessity for them. The costs are indicated oppo- 
site the improvements in the years in wdiich each one is to be acciuired 
or constructed. In addition to the properties which each department 
or agency of the government may desire, there are usually certain 
general projects which the governmental authorities may wish to 
undertake. These projects should also be estimated by the proper 
officials and included with the departmental requests. Aside from 
the estimates for the acquisition of properties, each department or 
agency should forecast its expenditures for current purposes over 
the period covered by the financial program. This forecast does 
not need to be itemized to the same extent as the budget estimates ; 
it can be largely by totals and yet serve the purpose. It is impor- 
tant to have the approximate current expenditures (including debt 
service), particularly in local governments, so as to determine the 
amount of taxes and other revenues that will be available each year 
for financing improvements. This, in brief, is the general character 
of the expenditure data required for a long time financial program. 

Now, let us turn for a moment to the income data for the long 
time financial program. For local governments, these data auto- 
matically fall into four groups: (i) revenues from the genei*al 
property tax, (2) departmental or miscellaneous revenues, (3) spe- 
cial assessments, and (4) borrowings. The estimates of revenues 
from the general property tax are usually arrived at by forecasting 
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the aggregate assessed valuation for each of the years covered by 
the financial prograiii and multiplying this amount by the current, 
or some other, tax rate which it is assumed will not be burdensome 
on the property owners. Of course, the tax rate may be varied 
according to the demands of the financial program, since the general 
property tax is the flexible source of revenue in most local govern- 
ments. The departmental or miscellaneous revenues, including re- 
ceipts from publicly owned utilities, can be estimated for a period 
of years by much the same methods as they are estimated for a 
single year or for a biennium.^ Most of these revenues, however, 
go to finance current expenditures except in the case of utilities, 
when they may be made to pay in addition thereto the cost of 
extensions and additional properties. The extent to which special 
assessments may be used for the purpose of financing a long time 
program is usually determined by the nature of the improvements 
and by local legislation and conditions. It is important to provide 
that these assessments, wherever used, are to be equitably spread 
and that the areas upon which they are to be imposed shall not 
overlap in such a way as to place excessive and burdensome charges 
on some property owners. Borrowings are often the major source 
of income from which improvements are financed. For this rea- 
son, the issuance of long term bonds constitutes an important part 
of the financial program. Debt limits and other legal provisions 
must be taken into consideration in making the estimates. The 
period during which the bonds are to be retired is also a matter 
which must not be overlooked. It may, and usually does, extend 
very much beyond the period covered by the program. 

The review of the estimates for the long time financial program 
is conducted in very much the same manner as in the case of those 
for the budget. Staff investigation of all the estimates, both of 
expenditures and income, is essential to a coordinated program. 
Conferences should be held not only with administrative officers 
but also with private agencies and groups which are interested in 
certain developments undertaken by the government. The revision 
of the estimates for a long term program involves at least one prob- 
lem which is different from those entering into the revision of the 
budget estimates, that is, the determination of the relative urgency 
of the improvement projects. It is not so much a matter of reduc- 
ing the estimates as it is of shifting the projects around so that 
they will be completed in time to meet the growing needs of the 
different governmental agencies and yet not overrun the estimated 
^ See above, pp. 317-320. 
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means of financing them. To assist the budget making authority 
in this arrangement a Massachusetts law provides that the various 
state agencies in filing their budget estimates shall forecast their 
annual expenditures for improvements over a period of years, classi- 
fying them under three heads, namely, ‘‘necessary,’^ ^'desirable,'’ or 
'‘contingent.'' It is understood that the improvements in the first 
class should be provided in the period specified, that those in the 
second class may be postponed if they cannot be readily financed, 
and that those in the third class are dependent upon other develop- 
ments which cannot be definitely predetermined. 

Having arranged the improvement projects in the order of their 
importance and urgency, the next problem is to ascertain if the 
total costs for each year of the program can be financed by the 
income which is estimated to be available for that year. In other 
words, the balancing is done not for the entire period covered by 
the program, but for each budget or fiscal year included in the 
program. What it really amounts to is sketching out a number of 
annual budgets in advance, particular emphasis being placed on the 
acquisition of properties. The program may be quite comprehensive, 
as in the case of local governments where it is advisable to include 
all expenditures, both current and capital, and all means of financing, 
or it may be limited, as in the case of the national and state govern- 
ments, merely including construction projects of a given type. In 
the latter case no attempt would be made to balance the entire outgo 
and income of the government for each of the years covered by 
the program; this would be done only in the annual or biennial 
budget. 

When the financial program has been completed, it should be 
printed or otherwise made available for the information of the citi- 
zens and taxpayers. It should be considered, modified if necessary, 
and formally adopted through a resolution or otherwise by the 
legislative body of the governmental unit. Of course, the program 
cannot be made absolutely binding in all its details, but it must be 
subject to whatever modifications may appear to be necessary when 
the successive periodic budgets that fall within the term of the 
program are formulated. However, if the program is carefully 
prepared, it will not need to be modified except when unforeseen 
circumstances or unusual conditions arise. 

Finally, long time financial planning fails to achieve its purpose 
if it is not tied into the annual or biennial budget. Each time the 
budget is prepared that part of the program falling within the budget 
period should be definitely made a part of the budgetary plan. It is 
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in this way that the long time program helps to determine the gen- 
eral fiscal policy of the governmental unit and thus aids in the 
formulation of the budget.^ At the time of preparing each budget, 
the financial program should be extended so as to keep it the same 
number of years ahead of the budget period. Additional estimates 
can be prepared for this purpose at the time the budget estimates 
are made up.^ Modifications may also be made in the program for 
the intervening years, if changing conditions seem to warrant them. 
The program, as extended and modified, should be carried in Part II 
of the budget document; at least, a summary of it should be shown. 

^ See the next chapter. 

“In fact, it is possible in a way to combine the two, as is now being done in 
Cincinnati. See above, pp. 240-241. 
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FRAMING THE BUDGET DOCUMENT 

We now come to the final steps in the formulation of the budget. 
These include the setting* up of a tentative budget, the holding of 
public hearings on the budgetary proposals, and the framing of the 
budget document for submission to the legislative body. Closely 
related to these steps are such matters as the publication of the 
budget document, the transmittal of it to the legislative body, and the 
need for giving wide publicity to the budget, which will also receive 
some consideration in this chapter. 

The Tentative Budget. — In the process of review and revision, 
the estimates are brought together or consolidated in an orderly 
manner so that they may be easily summarized. It is from this 
consolidation that the tentative budget is prepared. This budget 
serves as a sort of trial balance in arriving at the final figures. Its 
summary statements serve as work sheets, the items and amounts 
being subject to numerous changes as revision goes on until at length 
a balanced relation is reached in the finished budget. 

Aside from serving as a vehicle in making up the final budget 
document, the tentative budget is necessary where public hearings 
are held by the budget making authority. There can be no point 
to such hearings unless a tentative budget plan, at least in summary 
form, has been printed or otherwise made available for public exam- 
ination. Citizens and taxpayers cannot be expected to appear at 
open meetings when no tentative plan has been announced by the 
budget maker ; with nothing to express an opinion upon, there can 
be no incentive, other than curiosity, for them to assemble. To hold 
public hearings on the unrevised estimates, as is often done in state 
and city governments, is practically useless. Usually those who 
appear at such hearings are interested, either directly or indirectly, 
in making out a case in support of the estimates. Intelligent and 
informative criticisms of proposed expenditures or suggestions for 
modifying the estimates are rarely, if ever, made under these cir- 
cumstances. Furthermore, the demands which the income side of 
the budget make upon the taxpayers are generally lost sight of; 
yet, in many cases, these are even more important than the ex- 
penditures. 
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While the budget making authority in many state and local gov- 
ernments is required to hold public hearings in the process of formu- 
lating the budget, it is seldom that a tentative budget is provided 
for use at these hearings. An example, however, of a local govern- 
ment requiring a so-called tentative budget to be set up prior to 
public hearings is New York City. In this city the board of esti- 
mate and apportionment, which is the budget making authority, 
reviews and revises the expenditure estimates and prints them as a 
tentative budget which is made available to the public by October lo 
of each year. During the preceding month the departmental esti- 
mates are printed in The City Record in unrevised form. This 
printing, however, is largely useless from the standpoint of public 
information. The tentative budget shows the expenditure estimates, 
which have already appeared in The City Record, with an additional 
column carrying the revised amounts allowed by the board of esti- 
mate and apportionment. Since, however, it does not show the 
anticipated income of the city government in relation to the proposed 
expenditures, it is not really a tentative budget. Ten days are 
allowed for public hearings on this so-called budget by the board 
of estimate and apportionment. During this period the amounts 
tentatively allowed may be revised either upward or downward; 
usually they are revised upward. On October 20, the document is 
again printed. This time it is called the ‘^proposed budget,” since 
the board of estimate and apportionment inserts a column of pro- 
posed allowances alongside the column of tentative allowances. The 
total of the proposed allowances fixes the maximum expenditures 
which may be authorized in the budget, as nothing can legally be 
added thereafter. The board of estimate and apportionment must 
take final action on the proposed budget before November i. Usu- 
ally some reduction is made in the proposed allowances during this 
period, particularly if it appears that the tax rate required by the 
current budget will have to be increased substantially in order to 
meet the anticipated expenditures. The proposed budget, however, 
does not show the city’s income. The same thing is true of the 
budget as finally adopted by the board of estimate and appor- 
tionment; it Is nothing more than a highly itemized appropria- 
tion ordinance with comparative figures on current and past expen- 
ditures. 

It is not necessary in preparing a tentative budget that the Infor- 
mation relative to expenditures and income should be presented in 
great detail. The itemized estimates which are printed in the final 
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budget may be summarized by character groups or object classes.^ 
The important thing is to show the total proposed expenditures in 
relation to the total anticipated income of the government. Any 
increases in expenditures should be enumerated by spending agen- 
cies. Proposed changes in taxes or other revenues should also be 
indicated. If bonds are to be issued, there should be some explana- 
tion of the purpose for which the funds are to be used. In short, 
the financial picture as presented in the tentative budget should set 
forth essentially the information contained in the general summary 
and supporting schedules of the final budget. 

Public Hearings by the Budget Making Authority. — The 
holding of public hearings by the budget making authority during 
the preparation of the budget document is more the exception than 
the rule in American practice. The President is not required to 
hold such hearings on the national budget in the course of its prep- 
aration. The same thing is true in a majority of the state and 
local governments — the budget maker does not have to provide for 
public hearings. Only about a half dozen states have legal provi- 
sions making it compulsory on the governor, or other budget mak- 
ing authority, to have public hearings in preparing the budget. 
About a dozen additional states make public hearings optional at this 
stage; the budget maker may hold them at his discretion. The 
budgetary provisions of a few of the larger cities require the budget 
making authority to have public hearings at some time during the 
formulation of the budget. 

In many cases where public hearings are required, the budget 
making authority does not provide a tentative budget for informa- 
tional purposes. The hearings, as we have indicated above, are held 
on the unrevised estimates of the spending agencies. The writer 
recalls having been present at such hearings conducted a few years 
ago by the governors of Maryland and of New Jersey. A period 
of fifteen minutes to an hour was given to the consideration of each 
spending agency’s estimates, which in nearly every instance was in- 
adequate for a thorough examination. The heads or other repre- 
sentatives of the spending agencies were present and went over the 
estimates with the governor. One or two newspaper reporters were 
usually present, but aside from these the public was not represented, 
although the hearings were scheduled in advance and notice given 
in the newspapers. The citizens, if they paid any attention at all 

>There should, of course, be more detail than just the totals to each organiza- 
tion unit; this is insufficient for critical examination. 
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to the matter, were apparently satisfied to read what the newspapers 
reported as happening* at these hearings. 

This experience would seem to indicate that public hearings at 
this stage in budgeting practically fail, so far as state governments 
are concerned, to attain the purpose for which they are intended. 
Perhaps if the budget maker prepared a tentative budget and placed 
the emphasis on it rather than on the departmental estimates more 
interest on the part of the public might be stirred up, but even that 
is doubtful. For the larger states, there are geographical reasons 
against attendance by citizens at these meetings. Distance and trav- 
eling expenses certainly stand in the way. In the case of the federal 
government, these things make it many times more difficult to have 
public attendance at any hearings which might be held in the course 
of preparing the national budget; hence it seems just as well that 
public hearings are not even attempted. Under such difficulties, one 
cannot ascribe the apparent public apathy to these hearings, as has 
been done on some occasions, to the general perversity of the 
‘‘political animaU’ 

From the geographical point of view, it is, of course, quite feasible 
to hold public hearings in the preparation of the budgets for city 
and other local governments. In many instances, however, such 
hearings contribute very little, if anything, at this stage in the budg- 
etary procedure. This is particularly true in the case of the strong 
mayor and the manager forms of city government. It is understood 
that the mayor or the manager, if he is an alert administrator, will 
seek all the advice obtainable in preparing his budget so as to fortify 
himself against criticism when this document is discussed by the 
council. But this does not mean that he must hold public hearings ; 
there are other and more satisfactory methods of obtaining the 
advice and suggestions which he desires. Under these forms of city 
government, the council is the proper agency to conduct public 
hearings on the budget. Besides, its members are the authorized 
representatives of the city electorate. However, in those forms of 
city government where the budget making authority not only pre- 
pares but practically enacts the budget, public hearings may be held 
to an advantage during the formulation of the budget plan. This is 
true, for example, in New York City where the board of estimate 
and apportionment is the budget making authority and at the same 
time the upper house of the municipal assembly. Since the budget is 
practically fixed when it leaves the hands of this body, public hear- 
ings to be at all effective must be held during the period when the 
budget is being formulated. Likewise in commission governed 
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cities, public hearings may be held to better advantage while the 
commission is preparing the budget than after it sits as a legislative 
body to vote the budget bills. 

Except in the cases just noted, public hearings conducted by the 
budget making authority may be regarded as being practically worth- 
less. For such hearings to be at all effective, in the opinion of the 
writer, they must be held in connection with the legislative consid- 
eration of the budgetd Only in the legislative body, it seems, is 
there any likelihood of critical and open examination of the budget, 
and then not by the public, as such, but by the public’s delegated 
representatives in that body. This is true in English budgetary 
practice. 

Should the Original Requests Be Published? — The original 
requests made by the spending agencies are sometimes eliminated and 
only the allowances of the budget making authority are printed in 
the budget document. This is the practice in the formulation of 
the national budget. The President has taken the position that 
under the provisions of the national budget law he alone should 
make recommendations to Congress regarding expenditure needs and 
that the administrative officers should not question these recommen- 
dations before the committees of Congress. At the eighth regular 
meeting of the ^^Business Organization of the Government,” held on 
January 26, 1925, President Coolidge said: 

At our last meeting I had occasion to call attention to the fact that under 
the law the only lawful estimates are those which the Chief Executive trans- 
mits to Congress. My reason for then calling the matter to your attention 
was that in a few instances officials of the executive branch of the govern- 
ment advocated before the committees of Congress the appropriation of 
amounts in excess of those recommended in the executive estimates. Both 
the letter and the spirit of the budget and accounting act prohibit such action. 
There is nothing, however, in the law, nor any intent on the part of the 
Chief Executive, to preclude the officials who appear before the committees 
of Congress from giving the committees full and complete information on 
any item, contained in the estimates. There is a marked distinction between 
advocating an increase in the executive estimates and furnishing Congress 
with full and complete information concerning them. The former is pro- 
hibited by law, as it should be. The latter is a fulfillment of the right of 
Congress which has never been questioned nor should ever be questioned. 

Pursuant to this interpretation of the national budget law, Con- 
gress is given no information in the printed budget as to the amounts 
originally requested by the various spending offices in submitting 
their estimates to the Bureau of the Budget. It is argued that to 

^See below, pp. 392 - 393 * 
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do so would not only weaken the responsibility pf the President in 
the formulation of the budget, but would also raise issues between 
the President and his administrative officers and unduly increase the 
work of the congressional committees on appropriations in deciding 
these issues.^ 

In most of the state and local governments, however, the practice 
is to show in the printed budget the requests made by the spending 
agencies as well as the recommendations of the budget making au- 
thority. This is done even in the Maryland state budget where the 
recommendations of the governor are practically final so far as the 
upper limit of appropriation is concerned. A notable exception, 
however, is the Illinois state budget which contains olily the esti- 
mates as approved by the governor. This practice was initiated by 
Governor Lowden in preparing the budget for submission to the 
1919 legislature. He considered all estimates received up to the 
time the budget was formulated as preliminary rather than official. 
His allowances were the only official figures, being arrived at after a 
survey of the state's financial requirements and being agreed to by 
the administrative officers under his direction. However, they were 
not stated in as great detail as the original estimates, the idea per- 
haps being to control in some measure the itemization of the appro- 
priation bills as framed by the legislative committees. When the 
budget was transmitted to the legislature, the members asked for 
more detailed information ; they desired, in short, the detailed esti- 
mates of the spending agencies. Thereupon the department of 
finance issued a supplement to the budget, called the ‘‘book of esti- 
mates," which contained the original estimates in complete form. 
Since 1919, however, the budget document has been printed without 
the original estimates of the spending agencies and no supplementary 
document containing these estimates has been provided. 

Governor Pinchot of Pennsylvania, in preparing his budget for 
the 1925 legislature, also omitted the detailed estimates of the de- 
partments. He showed only the executive recommendations and 
these were largely in lump sum amounts, according as they were to 
be appropriated. In this respect, his budget presented much less 
detailed information concerning the future requirements than did 
Governor Lowden's budget. The only detailed information con- 
tained in the Pennsylvania budget related to the past and current 
expenditures of the various departments and agencies. There was, 

^ This is the opinion of W. F. Willoughby in his book The National Budget 
System, pp. 53-53* Mr. Willoughby claims that this procedure also tends to keep 
down the appropriations. 
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I:owever, some running comment in connection with the estimates 
of each spending agency which explained to some extent the gover- 
nor's lump sum recommendations. But without access to the de- 
tailed figures constituting these recommendations, the legislative 
committees considering the budget would have been left largely in 
the dark. The itemization as printed in the tabular parts of the 
budget w^as apparently too meager to furnish complete and compre- 
hensive information. In the budget prepared subsequently to Gov- 
ernor Pinchot's budget, the tabular matter alone remains, the running 
comment on the governor’s expenditure proposals having been 
omitted. This later budget was certainly unsatisfactory from the 
standpoint of adequate budgetary information on the executive 
proposals. 

So long as the executive recommendations are made in the same 
detail as the original requests, as is done in the case . of the national 
budget, there is no particular advantage from the standpoint of 
information in printing these requests. This, of course, assumes 
that the executive proposals are presented in the form of a carefully 
balanced plan and that they have real weight in determining the 
final expenditure authorizations, not being merely advisory to the 
legislative body. 

Setting Up and Publishing the Budget Docuifient. — After the 
consolidated estimates of expenditures and of income have been 
revised and the final allowances of the budget maker have been 
inserted on the expenditure estimates, then comes the work of 
setting up the financial data in the budget document. This document 
has been described at length in Chapter IV, both as to contents 
and arrangement of information. 

But even with the aid of a detailed description, the task of setting 
up the budget document is not a simple one. If a tentative budget 
has been prepared when this stage is I'eached, it may be used as a 
working basis in preparing the final budget document. Before pro- 
ceeding to the final document, it is of course necessary to have the 
revised allowances of the budget maker on all expenditure estimates. 
Any change which is later made in these allowances will, in prac- 
tically every case, necessitate a readjustment in the figures of the 
general budget summary and the supporting schedules. This adds 
to the work of compiling the budget. Likewise, it is necessary to 
have the final figures of the budget mfiker on the revenue estimates 
and other sources of income. Assuming that these expenditures and 
income data have bqen determined, the actual make-up of the budget 
document can proceed in an uninterrupted manner. 
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The task of setting up the budget document can be performed 
most satisfactorily by the budget staff agency. It is of a more 
or less routine character, once the form of the document has been 
decided. However, it is desirable that a certain sequence be followed 
in the preparation of the different parts of the budget. The expendi- 
ture estimates are first drawn together, arranged according to the 
order in which they are to appear in Part II of the budget document, 
and a summary by organization units made of them. This summary 
which is placed in front of the estimates in Part II, is in the nature 
of a recapitulation of expenditures.^ The revenue estimates are then 
brought together and a summary of them made according to sources. 
This summary likewise precedes the revenue estimates, all of which 
should follow the expenditure estimates in Part II of the budget 
document. Any supporting data on the financial condition of the 
government are arranged at the end of Part II and properly related 
to the estimates. By this procedure. Part II of the budget document 
is the first to take definite form. 

Part I is prepared from the information contained in Part II. 
The supporting schedules are first built up and then the general 
budget summary is made. The latter is in reality the master state- 
ment of the budget, mirroring in its items all the budgetary pro- 
posals. For this reason, it is the last to be cast up from the 
budgetary data. With the summary statements and other informa- 
tion before him, the budget maker then prepares his budget message. 
This message is placed in the front of the budget document and 
completes Part I. 

If the budget includes any publicly owned utilities or enterprises 
which are operated on a self-supporting basis, the financial require- 
ments of each of these may be set up as an annexed budget to the 
general budget.^ In that event, each annexed budget is formulated 
at the time Part II is being prepared; a summary of it is presented 
in Part I, and any surplus or deficit is carried into the general budget 
summary. By the latter step, it is definitely tied into the general 
budget so that the financial plan is complete. 

The last part of the budget document to take shape is Part HI, 
containing the budget bills. These bills are drafted after the expen- 
diture allowances and the income figures have been determined. 
While it is desirable that they should be drafted by the budget staff 
agency and included in the budget document, that is seldom the case 
in actual practice, although there is now a marked tendency in that 
direction. As a general rule, the budget document goes to the legis- 

^ See above, p. 90. A above, pp. 104-107. 
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lative body without Part III, the budget bills being prepared by 
legislative committees. 

The setting up of the budget for a government of any size requires 
certain mechanical office equipment, if the work is to be done accu- 
rately and expeditiously. The minimum requirements of this char- 
acter are a wide carriage typewriter and a standard adding machine. 
The capacity of the adding machine should be ample to record at 
least as many digits as there are in the grand total figure of the 
budget. A calculating machine can also be used to advantage, 
although it is not absolutely necessar}^ since most of the calculations 
in making up the budget are either additions or subtractions. A 
tabulating machine of the Hollerith or the Powers type is a valuable 
adjunct in making expenditure analyses according to the various 
kinds of classification, particularly the object classification. These 
analyses, however, should be made by the central accounting office 
at frequent intervals during the expenditure period, cumulative totals 
being made at the end of the period. In doing so, this office may use 
to advantage the tabulating machine method.^ 

Unless the government is very small, it is desirable to print the 
budget document before it is submitted to the legislative body. Part 
I, at least, should be printed even though the detailed inforniation in 
Part II and the budget bills in Part III are omitted. This will 
enable those interested in the budget to obtain a bird's-eye view of 
the financial plan. Several state and city governments have legal 
provisions recpiring the budget to be published in its entirety. 

The copy for the printer should be carefully checked in order to 
reduce the probability of errors to a minimum. An edited set of 
the estimates will furnish most of the copy for Part II of the budget, 
the recapitulation sheet, in the case of each organization unit, being 
put ahead of the details. It is unnecessary to transfer the estimates 
to other sheets, as is sometimes done. This merely adds to the 
labor of getting the budget together and does not facilitate the work 
of the printer. The estimates should be in such shape that the 
printer can set type directly from them. 

Although very little attention is usually given to the matter, the 
budget document can, and ought to, be set up in an attractive format. 
That it can be made attractive may seem farfetched to some, but this 
is entirely possible if a little thought is given to its general make-up. 
The sizes of budget documents vary widely; in fact, they range all 
the way from ordinary octavo, 6x9 inches, to elephant folio, 14 x 20 
inches. A satisfactory budget document can be gotten out in the 
^ See below, p. 530. 
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octavo size, as is apparent from an examination of the state budget 
of Massachusetts or the city budget of Rochester, New York. By 
using eight or ten point type, the octavo pages are large enough 
to present the tabular matter contained on the estimates without 
overcrowding it.^ The national budget, printed in quarto (gxi2 
inches), is very satisfactory from the standpoint of size. The type 
space on the pages seems to be adequate to present all the tabular 
matter necessary for the support of the budgetary plan. Those state 
and local governments which publish larger sized budgets (and there 
are a number of them) ought to consider reducing these documents 
to the page size of the national budget. Their budgets would then 
be easier to handle and perhaps less expensive to publish. The style 
of type used in printing the budget is also important. It should 
be selected so that bold face and italic fonts of the same size type 
are available for the tabular matter. By the proper use of these 
fonts the budgetary information can be made to stand out in such 
a way that it may be easily followed as to classes, subclasses, totals, 
and subtotals. 

The proof sheets of the budget require careful reading. Every 
figure and every total should be checked. In checking totals, the 
ordinary method of reading the proof back to the original copy may 
be improved upon by the use of the adding machine. An operator 
merely takes a copy of the proof without regard to the original 
copy and runs over the items composing the various totals with the 
adding machine. In this way any errors will at once become appar- 
ent, even transposed digits which are the most difficult to catch by 
comparing copy. Besides, the use of the adding machine on the 
proof is equivalent to checking the original copy a second time, 
thus insuring greater accuracy in the figures. 

The binding of the budget document deserves mention in this 
connection. For purposes of general distribution, cloth binding is 
of course too expensive. Nearly all budgets are therefore bound 
in paper covers. Sometimes the cover stock is of the same weight as 
the inside paper, but usually it is heavier and of a special grade. 
Frequently a small number of copies are bound in cloth for official 
use. This is the practice in the case of the national budget. A lim- 
ited part of the edition is bound in buckram cloth; the remainder 
is bound in manila paper covers. The first part of the budget, con- 
sisting of the budget message and the summary and supporting 
statements, is printed in greater quantities and receives a much 
larger circulation than the entire document. This results in a con- 

'See above, p. loi, for the reproduction of a page from the Rochester budget. 
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siderable saving in printing costs. If the budget documents of 
state and local governments are set up in parts as we have already 
suggested, it is perfectly feasible, in fact desirable, to print the first 
part separately for general distribution. 

Transmitting the Budget Document to the Legislative Body. 
—As soon as the budget document is printed, it is usually trans- 
mitted to the legislative body. This is the duty of the budget 
making authority ; it is generally required by specific legal provisions 
naming the date of transmittal. The national budget law requires 
the President to submit the budget to Congress on the first day of 
each regular session (the first Monday in December of each year) ; 
however, in practice, it is usually transmitted on the third day of 
the session, the President's general message preceding it. In the 
several states the budget maker is required to transmit the budget 
to the legislature on various dates, generally always within the first 
month of the session. Rarely is the state budget sent to the legisla- 
ture on the first day of the session. The more common dates for 
transmitting it are the fifth, tenth, fifteenth, twentieth, and thirtieth 
days of the legislative session. 

In some states where the governor is the budget maker, provision 
is made whereby a newly elected governor has a longer period for 
transmitting the budget to the legislature than a governor who has 
been in office for a year. Maryland allows the newly elected gover- 
nor thirty days after his inauguration to submit the budget, other- 
wise it must be transmitted within twenty days after the legislature 
convenes. New York allows the newly elected governor until Feb- 
ruary I, the regular date for the transmittal of the budget being 
January 15 (the legislature convenes on the first Wednesday in 
January), The purpose of these provisions is, of course, to give 
the newly elected governor time to prepare his financial plan after 
he is inaugurated. If he has served as governor during the preceding 
term, he does not need the additional time; if he has not held the 
office before, he needs more than a month to prepare his budgetary 
plan. In the latter case, he ought to start to work on the budget 
immediately after his election rather than wait until after he is in- 
augurated. In some states provision has been made whereby the 
governor elect may take part in the budgetary procedure prior to his 
inauguration, the idea being to enable him to get acquainted with 
the condition of the state's finances and the general fiscal require- 
ments. The California budget amendment, for example, confers 
upon the governor elect the power to gather the information required 
in the preparation of his budget. In this case, the time limit for the 
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submission of the budget to the legislature is the same for the newly 
elected governor as for one already in office, namely within the first 
thirty days of the session. 

Another solution of this problem has been suggested for those 
states having biennial sessions of the legislature, namely, that the 
governor be inaugurated between the legislative sessions rather 
than at the beginning of such sessions. Although it is customary 
for the governor to take office at the time the legislature convenes 
or soon thereafter, there is no convincing reason for this practice 
even in those states which have annual legislative sessions. The 
governor might take office on the first of December, a month or so 
before the legislature convened. In fact, this has been proposed in 
the "'Model State Constitution,’' published by the National Municipal 
League. According to this model constitution, the governor is to 
be inaugurated on the first Monday in December and the legislature 
is to meet on the first Monday in February. This provision allows 
sufficient time— two months — for the incoming governor to formu- 
late the budget for submission to the legislature at the beginning of 
the session or not more than one week thereafter. Besides, it per- 
mits the legislative consideration of the budget to extend over the 
entire session rather than one half or two thirds of it, as is frequently 
the case when the budget is submitted to the legislature a month 
after the session begins. 

In two states, the budget making authority is required to complete 
the budget in time to furnish copies of it to the members of the legis- 
lature ten or fifteen days before the opening of the session. The 
evident purpose of this procedure is to enable the legislators to study 
the budget before they meet. Whether or not they do it more thor- 
oughly before they meet than afterwards is questionable. At the 
same time the budget making authority must naturally speed up 
the preparation of the budget. In the case of a new administration 
coming into office, it can have very little influence on the budgetary 
plan which must be submitted within about a month after the general 
election. Where the governor is the budget maker, certainly the 
incoming rather than the outgoing governor should be the one to 
submit the budget to the legislature. This is the reason that some 
states, as noted above, have allowed the newly elected governor more 
time to formulate the budget and place it before the legislature^ 
Any arrangement which precludes this, such as the requirement for 
the completion of the budget by the middle of December, is un- 
desirable. 

In a number of cities under the mayor council form of government 
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the budget is prepared by the outgoing administration^ and in some 
cases even passed by the council before the incoming administration 
takes office. This arrangement, of course, does not allow the newly 
elected mayor to have a hand in the preparation of the budget for 
the first year of his administration except when he happens to succeed 
himself in office. The budget making period should be so arranged 
in these cases as to permit the new administration to formulate the 
budget after it comes into office. This can usually be done by mak- 
ing some slight charter changes. If the mayor is elected in the 
early part of November and the fiscal year of the city begins on 
January i, as is the case in a large number of cities, it is usually 
impossible for him to take part in the budgetary procedure between 
the time of his election and the opening of the fiscal year. The 
budget, if it is to be enacted and effective when the fiscal year begins, 
must be made up by the outgoing administration. Of course, if the 
budget is not passed until some time after the fiscal year begins, 
it is possible for the newly elected mayor to prepare it after he takes 
office. But to delay the adoption of the budget in this way is unde- 
sirable, as we have stated in our previous discussion.^ It is hardly 
possible for the mayor to prepare the budget and for the council to 
enact it in the space of two months. The election date must, there- 
fore, be moved backward or the fiscal year ahead. In those cities 
which start their fiscal year on July i, there is, of course, no prob- 
lem in this respect. The mayor can be elected in November, or even 
later, and still have plenty of time to prepare the budget after he 
takes office so that the council may pass it before the beginning 
of the fiscal year. Since the council usually meets at least once or 
twice a month during the year, the problem of adjusting the date 
of submitting the budget to an annual or biennial session, as in the 
case of the state legislature, does not exist. 

In the commission form of city government the financial calendar 
ought to be so arranged that the incoming rather than the outgoing 
commission would prepare and adopt the budget. The same criti- 
cisms and suggestions apply in this case as under the mayor council 
form already discussed. Likewise, in county and other local gov- 
ernments which have the decentralized form of administration, the 
budget ought, if possible, to be prepared by the incoming admin- 
istration. 

In the manager form of city government, however, this question 
is not important, except as it concerns the legislative body. The 
administration may change at any time, since the manager has no 

See above, p. 328. 
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definite tenure of office as in the case of the mayor. But it is per- 
haps desirable to arrange the time when the council takes office so 
that a newly elected council will enact the budget for the forthcom- 
ing year. 

As we have indicated above, it is desirable in both state and local 
governments that the budget should be submitted to the legislative 
body in time to permit action to be taken on it before the beginning 
of the fiscal period to which it applies. From one to three months, 
depending upon the size and type of government, is necessary for 
this purpose. In some governments the time allowed for legislative 
consideration and action on the budget is too short. We shall discuss 
this in the next chapter. 

Giving Publicity to the Budget Document. — final word may 
be added with reference to the publicity that should be given to the 
published budget document. Some states require the budget maker 
to have a sufficient number of copies of the budget printed to supply 
not only the members of the legislature but also the newspapers, 
libraries, and educational institutions of the state, with some extra 
copies for general distribution. The usual edition for a state 
budget is about a thousand copies. The copies are distributed at the 
same time the budget is submitted to the legislature. Sometimes the 
newspapers receive copies a day or two in advance so as to enable 
them to have their stories ready for publication on the day the budget 
goes to the legislative body. Every citizen of the state cannot, of 
course, be supplied with a copy of the budget. It is , enough if a 
limited number of copies are available for those who request them. 
The great majority of citizens must depend on newspaper reports 
for their information relative to the budget plan. In the case of the 
national budget, few citizens ever see the complete document unless 
they visit a public library. They must rely almost entirely upon 
the newspapers for an understanding of the national financial plan. 
The situation, however, is somewhat different in the case of local 
budgets, since geographical area is not so great a factor. The local 
budget document may be more or less widely circulated by being 
posted at convenient points for citizens to examine. Furthermore, 
the problems of local governments are so close to the citizens that 
greater interest usually attaches to the budget of these governments 
than to those of the national or state governments. This factor 
undoubtedly assists in giving publicity to local budgets. 
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LEGISLATIVE CONSIDERATION AND ACTION ON 
THE BUDGET 

A DEFINITE stage of the budget making procedure is completed 
when the budget maker presents his financial proposals to the legis- 
lative body. Then follows the second and last stage of this pro- 
cedure, namely, the adoption of the budget. No governmental 
budget may be finally adopted without formal consideration and 
definite action by the legislative body. This does not mean, how- 
ever, that the procedure of this second stage must be exclusively 
legislative, the executive or the administrative officers having no 
part in it. As a matter of fact, certain cooperation is demanded 
between the executive, as the budget making authority, and the 
legislative body. What form, in the light of our experience, this 
cooperation should take under our system of government we shall 
attempt to outline in the course of this chapter. 

No matter with what broad knowledge and penetrating vision 
the budget may have been formulated, it will fail to accomplish its 
purpose as a financial plan for the government unless it receives 
proper treatment at the hands of the legislative body. This body 
may handle the budget with understanding and dispatch, or dispose 
of it in a careless and dilatory manner. The legislative method 
depends upon several factors, the most important of which are dis- 
cussed in the subsequent sections of this chapter. The first one 
to be considered is the organization of the legislative body in our 
national, state and local governments as it relates to budgeting. 

Organization of the Legislative Body in Relation to Budg- 
eting. — The legislative bodies of our national and state govern- 
ments are bicameral, consisting of two houses, an upper and a lower, 
the lower being the larger of the two from the standpoint of mem- 
bers. Our local governments, however, practically all have uni- 
cameral legislative bodies. This is true without exception of the 
county governments and very largely so of the city governments. 

Formerly, many of our city governments had bicameral councils. 
It is only recently that some of our larger cities, for example, Phila- 
delphia, Baltimore, and Kansas City (Missouri), have abolished 
their two-chambered councils and adopted the unicameral system. 
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At the present time only a few of the smaller cities, principally in 
the New England states, still retain the bicameral system. With 
the possible exception of New York City, all recent experience points 
to a simplification of the legislative machinery of city governments 
through the uniform adoption of the single-house council. In New 
York City, however, a “municipal assembly’’ has been recently 
constituted under the home rule of 1924? "^he board of estimate and 
apportionnient being made the upper house and the board of aider- 
men the lower house.^ The widespread adoption of the manager 
form of city government has aided in establishing the unicameral 
council Prior to the beginning of the manager movement, the 
trend had already been started in this direction by the commission 
form of city government, which was very popular more than a 
decade ago. There seems to be no question as to the superiority of 
the single-chambered council over the older form. Responsibility 
is more clearly fixed, legislative business is more easily expedited, 
and the chief executive or administrative officer of the city govern- 
ment is able to work more closely with the council, especially in the 
consideration and adoption of the budget. 

While the legislatures of our state governments all have the same 
double-chambered organization as their greater counterpart, the 
Congress of the United States, the arguments for this arrange- 
ment do not seem to be as valid in one case as in the other. 
The two houses of Congress were designed primarily so that the 
representation of the several states in the upper house would be 
equal and in the lower house on the basis of population. No such 
necessity exists in the case of the state legislatures. In these bodies 
representation on the basis of population seems to be all that is 
required, assuming that the interests of the urban and rural sections 
are not antagonistic to each other. This would not necessitate the 
segregation of the members into two houses. Furthermore, smaller 
legislative bodies in some states would undoubtedly be more effective. 
The size of existing state legislatures, when viewed from the stand- 
point of the population which the members represent, affords some 
rather ridiculous comparisons. The Nevada legislature, with 54 
members in its two houses, has about the largest representation in 
proportion to population of any state in the Union, there being one 
member to every 1,433 people in the state on the basis of the 1920 
census. If the New York legislature had a membership which 
maintained the same proportion as that of Nevada, it would have 

^ See Joseph McGoldrick, “The Board of Estimate and Apportionment of New 
York City,” supplement to National Mtmicipal Review, February, 1929. 
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over 7,000 members in the two houses instead of the present 201 
members. 

By the adoption of the unicameral form, it is possible that the 
size of state legislatures could be greatly reduced, likewise the 
cost of their operation. Legislative business could be handled more 
expeditiously, since the deadlocks and friction which often occur 
between two houses would be eliminated. The dual committee 
system and the autocratic conference committee, to which we shall 
refer later, would also be eliminated. It ought to be easy to focus 
public attention on the work of a small, single house, particularly as 
it relates to the budget, whereas it is almost impossible for the 
people to follow the work of the two-chambered legislature with its 
large number of committees. There would not be the opportunity 
for ^'passing the buck'' between the houses on bills which the public 
might approve and the politicians might not want enacted. Respon- 
sibility for measures defeated in this way cannot be fixed under 
the bicameral system. The most important argument for the bicam- 
eral system is that one house acts as a check on the other in pre- 
venting the passage of hasty and ill-considered legislation. Where 
careful studies have been made of the work of state legislatures, 
this argument has not been substantiated. It appears that delibera- 
tion and judgment are often lacking in the work of the bicameral 
legislature where most of the bills, including the budget bills, are 
passed during the closing days of the session, generally amid much 
disorder and confusion. 

Attempts have already been made in several states to adopt a 
single-house legislature. Constitutional amendments, providing 
for such a body, have actually been submitted to popular vote in 
Arizona, Oklahoma, and Oregon. While these amendments were 
defeated in each instance, a very large vote was cast in their favor. 
Other proposals for a unicameral legislature have been made in 
California, Kansas, Nebraska, Nevada, and Washington. Even 
the legislators themselves are coming to realize the clumsiness of the 
bicameral system, and many of them already feel that it has no 
place in a really effective plan of state government. The advocates 
of the single-house legislature point to the fact that seven of the 
nine Canadian provinces, with conditions very much like those that 
exist in our own states, have unicameral legislative bodies, and 
that the work of these bodies is apparently very much superior to 
that of our state legislatures. Perhaps it is only a matter of time 
until some one of our states will adopt the unicameral system. If 
this should happen, other states will no doubt be quick to follow, 
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once the charm of tradition has been broken. But the bicameral 
system is likely to continue in our state governments for many years 
to come, so we must reckon with it in this discussion, pointing out 
the effect that it has on the legislative handling of the budget. 

The Legislative Committee System . — Every legislative body, 
whether it be national, state, or local, works to a very large degree 
through committees composed of members of the body. These 
committees are more or less permanent. The personnel, of course, 
changes from time to time, but the committees go on year after 
year, and ‘for this reason are referred to as standing committees. 
The number of these committees that a legislative body may have 
varies greatly from state to state or from one local unit to another. 
Likewise the committee membership may be large or small, depend- 
ing upon the size of the legislative body. Not only do these com- 
mittees vary as to number and size, but there is no uniformity even 
as to the names. The committee that handles the budget, for exam- 
ple, is variously known as the appropriations committee, the finance 
committee, or the ways and means committee. 

In Congress and in nearly all of the state legislatures there are 
two sets of committees, one for each house. The committees in 
one house usually carry on their work independently of the commit- 
tees in the other house, there being little or no cooperation between 
corresponding committees in the two houses. In a few states, 
however, the corresponding committees of the two houses either 
act jointly or are jointly constituted, so that a bill is normally con- 
sidered only once in committee rather than twice. In the case of 
the local governments, which practically all have unicameral legis- 
lative bodies, there is, of course, only one set of committees. Hence 
the matter of committee consideration and action on bills is greatly 
simplified, even more so than in the case of joint committees. This 
is particularly advantageous in handling a series of bills, like the 
budget bills, all of which are related. Furthermore, it is desirable 
that all of the budget bills, at least, should be handled through a 
single committee, especially in the legislative bodies of state and 
local governments. In state legislatures, for example, there should 
be only one joint committee to consider both the expenditure side and 
the income side of the budget. 

Prior to the adoption of the national budget system each house 
of Congress had no less than eight separate committees which han- 
dled appropriation bills. Not only was there no cooperation between 
the committees of the two houses, but those in the same house acted 
independently of one another. None of the committees had respon- 
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sibility for seeing that the proposed expenditures balanced with the 
anticipated income of the government. More than a dozen appro- 
priation bills were prepared by the committees of the House of 
Representatives and submitted at different times during the session, 
sometimes several months apart. This difference in time and the 
fact that the bills did not follow organization units made it impos- 
sible for congressmen to consider at one time the financing of any 
one department, much less of the whole government. Usually the 
end of the session came without even the total of the appropriations 
being known, to say nothing of the relation existing between the 
appropriations and the prospective income of the government. The 
revenue proposals were handled by separate committees in the two 
houses with no official coordination. Frequently the financial bills 
which were passed by the House were so changed by the Senate 
as to be practically new bills. This necessitated the use of conference 
committees in reaching agreements between the two houses, the 
Senate largely having its own way in these conference committees. 
Usually the appropriation bills were increased by the Senate, log- 
rolling being even easier in that body than in the House. If a 
senator did not get what he wanted, he might, by the exercise of the 
privilege of unlimited debate, be able to prevent the passage of a 
bill when near the end of the session. Certainly a few senators could 
successfully block a bill which they did not approve of by simply 
filibustering. 

On June i, 1920, a resolution, modifying the rules of the House, 
was adopted which created a single Committee on Appropriations 
of thirty-five members to have complete control over all appropria- 
tion bills. This resolution was proposed as a necessary adjunct to 
the budget act and was adopted more than a year before that act 
became effective, owing to the fact that the first budget bill was 
vetoed by President Wilson in 1920 and had to be repassed in slightly 
modified form by the subsequent session of Congress. The Com- 
mittee on Appropriations functions mainly through ten subcommit- 
tees, seven of which consist of five members each, two of six mem- 
bers each, and one of ten members. The majority party in the 
House has the largest number of members on both the Committee 
and the subcommittees, the chairman in every case being a repre- 
sentative of this party. The subcommittees are organized according 
to the general scheme of appropriation bills, the latter following the 
major departments of the government. At present the arrangement 
is as follows : ( i) Treasury and Post Office departments, (2) Dis- 
trict of Columbia, (3) War Department, (4) Department of 
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Agriculture, (5) Executive Office and independent offices, (6) De^ 
partment of Interior, (7) Navy Department, (8) State, Justice, 
Commerce, and Labor departments, and the Judiciary, (9) Legisla- 
tive Branch, and (10) deficiencies. 

The Senate rules were modified on March 6, 1922, to provide for 
a single Committee on Appropriations consisting of eighteen mem- 
bers. It has control over all appropriation bills in the upper house. 
It is organized into ten subcommittees similar to the House Com- 
mittee, each handling one of the major appropriation bills. When 
considering certain of these bills, the subcommittees of the Senate 
Committee on Appropriations may have the advice of three members 
selected from the corresponding general committees of the Senate. 
This provides a means for some correlation between those commit- 
tees which work on general legislation and the subcommittees which 
handle appropriations. 

According to the revised rules of both houses of Congress, no 
appropriation bill can be brought before either body for action except 
through the two committees on appropriations. These committees 
cannot report bills containing any general legislation, except where 
the purpose of this legislation is to reduce expenditures. Although 
control over appropriations is centered in a single committee in each 
house, the committees of the two houses still continue to work inde- 
pendently of each other in handling the appropriation bills. This 
entails duplication of work and often results in differences of opinion 
which can be settled only by resort to conference committees. 

To handle the revenue bills there is a Committee on Ways and 
Means in the House, consisting of twenty-five members, and a 
Committee on Finance in the Senate, consisting of seventeen mem- 
bers. These committees also work independently of each other in 
considering the income side of the budget. There is, however, 
some cooperation between the Committee on Appropriations and the 
Committee on Ways and Means of the House in that the chairmen 
of these committees keep in touch with each other, the purpose being 
to prevent the budget from being completely thrown out of balance 
by the expenditure and revenue proposals of the two committees. 

A single committee in each house to handle both the expenditure 
side and the income side of the budget has been proposed on the 
ground that it would tend to promote the unity of the budget plan. 
Mr. Willoughby, however, argues in favor of retaining the present 
arrangement of separate committees. He maintains that the task 
is too big and the concentration of power and responsibility too great 
for a single committee. He also asserts that the appropriation bills 
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are nonpolitical in character while the revenue bills are usually 
intensely political ; for this reason he does not believe it is desirable 
to combine the handling of these bills in one committee. Nor does 
he think the committees can work jointly between the two houses 
so long as we cling to the historical precedence of the lower house 
in originating fiscal measures and continue to believe in the efficacy 
of the bicameral system.^ 

Generally speaking, the state legislatures have about the same 
committee arrangement for handling the budget as the one that 
now exists in Congress. The budget proposals are usually referred 
to two or more committees in each house. Not only do these com- 
mittees work independently of each other, but they do not cooperate 
with the corresponding committees in the other house. Each com- 
mittee reports out finance bills and makes recommendations to its 
particular house with little or no knowledge of what the others 
are doing. This, however, is not the practice in all states. A few 
state legislatures have either constituted joint committees or have 
provided that corresponding committees work jointly, thus insuring 
some working cooperation between the two houses and avoiding, in 
a measure, the use of conference committees. Connecticut and 
Maine, for example, have joint standing committees of the two 
houses which handle the budgetary proposals. In each case there 
are two joint committees, one handling the appropriations and the 
other the revenues. Coordination of the financial plan between the 
two committees is, however, largely lacking. In a few other states, 
notably Massachusetts, New Jersey, New York, and Wisconsin, 
the separate committees of the two houses sit jointly in considering 
budgetary matters. The budget laws of a few states, for example, 
Virginia, require the standing committees of the two houses in 
charge of appropriation bills to act jointly. While there is this 
cooperation between the committees, in practically every instance 
the budget plan is split up, the expenditure side going to one joint 
committee and the income side to another. This arrangement, even 
under the joint committee system, tends to break down the unity 
of the budget plan. It, therefore, seems highly desirable that there 
should be in each state legislature a single joint committee of the two 
houses which would consider and report upon the entire budget plan. 
This committee might be known as the budget committee of the 
legislature. Undoubtedly such a committee would eliminate some of 
the disadvantages of the bicameral system, which are especially ap- 
parent in the consideration of the budget. 

^See W. F. Willoughby, Principles of Piiblic Administration, 1927, pp. 472-4. 
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The committee system in the local legislative bodies is much 
simpler than in the state legislatures. This is due to the fact that 
practically all of these bodies are unicameral. But even so, the budg- 
etary proposals are sometimes parceled out to two or more commit- 
tees. This means that the proposed expenditures are considered 
separate and apart from the anticipated revenues. However, in 
several cities there is only one committee of the council to which the 
budget is referred for a report. For example, Cincinnati has a 
committee on finance, consisting of three of the nine council mem- 
bers ; Rochester has a committee by the same name, likewise consist- 
ing of three of the nine council members. In some cities, the 
finance committee, or the ways and means committee, consists of all 
members of the council. This is frequently true in the case of small 
councils with five or seven members. Such a committee is in effect 
a committee of the whole. It is a very desirable arrangement from 
the standpoint of budgetary consideration, since every member of 
council then has an opportunity to study the budget and form an 
opinion on its financial proposals.^ 

Staff Aid to the Legislative Body . — It is desirable, particularly 
in the larger governmental units, that the legislative body should 
have staff assistance in the examination of the budgetary proposals. 
Otherwise, legislative consideration of the budget is likely to be 
rather cursory. Most members of legislative bodies, particularly 
those of state and local governments, do not have the training neces- 
sary for a careful study of the budget plan. Some, of course, 
acquire much valuable information due to their long service. But 
on the whole, the technical knowledge of legislators is limited, like- 
wise the time that they can devote to an examination of the budget. 
Budget committees, if their consideration is to be at all thorough, 
should therefore have the aid of permanent staff agencies. 

The national budget act, in creating the office of Comptroller 
General, contemplated that this office would be used as a staff agency 
by the congressional committees in their consideration of the budget. 
It specifically provided that the Comptroller General '^shall make 
such investigations and reports as shall be ordered by either house 
of Congress or by any committee of either house having jurisdiction 
over revenue, appropriations, or expenditures.’' It also provided 
that assistants from the Comptroller General's office should, when 
requested, directly , serve the congressional committees handling the 
budget. The committees, however, have not yet availed themselves 
of these provisions. This might readily be done to their advantage. 

^See below, pp. 388-392 for a discussion of the committee of the whole. 
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Since the Comptroller Generars office is mainly responsible to Con- 
gress, it is proper that it should act as a ‘legislative staff agency in 
budgetary matters. Such is the practice in England where the Comp- 
troller and Auditor General, who is directly responsible to the House 
of Commons, serves as its investigator in reviewing the financial 
transactions. At the same time the English Treasury constitutes 
a staff agency to the executive, just as the Bureau of the Budget is 
designed to serve as the President’s staff in this country. 

Each state legislature should have a staff agency to assist it in 
the study of the budget. The office of the state auditor may be used 
for this purpose, provided it is not an integral part of the state 
administration. Since the state auditor is usually independent of 
the executive, being elective or, in some instances, appointed directly 
by the legislature, he is in a favorable position to render this service 
to the legislature. But rarely does the legislature or its finance 
committees turn to his office for help in connection with the budget. 
An exception, however, may be noted in the case of the joint appro- 
priation committee of the New Jersey state legislature, which for 
several years has had the assistance of Owen W. Kite, deputy state 
comptroller, in its study of the budget. Mr. Kite is appointed by 
the state comptroller, who in turn is an appointee of the state 
legislature. 

A number of state legislatures have the assistance of legislative 
reference bureaus. The work of these agencies, however, is of a 
general character; it is not specifically concerned with the budget 
and financial measures. 

In a few instances, there is a special staff agency which assists the 
state legislature or its committees in studying the budget. New 
York, for example, has such a staff in connection with the senate 
finance committee and the assembly ways and means committee 
which act jointly in the consideration of the budget. This staff 
aids in checking the figures submitted in the governor’s budget, 
which in turn are prepared by the executive budget bureau. It does 
whatever investigating of the state institutions and departments is 
necessary to enable the committee members to form an opinion with 
respect to the governor’s budgetary proposals. Instead of the mem- 
bers of the committee ‘"junketing” around the state, as is done in 
some cases, in an attempt to secure information which ’wdll enable 
them to pass judgment on the executive recommendations, this 
information is secured by experienced investigators and supplied to 
the committee in connection with its examination of the estimates. 

Where the state budget making authority is of the board type, 
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representing both the administration and the legislature, it is possible 
to use the staff which aids in the preparation of the budget as a legis- 
lative staff agency. This is the practice in the state of Wisconsin. 
However, there is this disadvantage : the staff is likely to use the 
same data which it collected in formulating the budget in an attempt 
to justify the budgetary proposals before the financial committees. 
The independent viewpoint which the committees ought to have in 
studying these proposals is therefore lacking. 

But this does not seem to have been the case in Massachusetts. 
There the senate and house ways and means committees, to which the 
budget is referred, use the budget bureau of the commission on 
administration and finance as their staff agency. They rely mainly 
upon one individual, Carl A. Raymond, who for several years has 
assisted in the preparation of the governor’s budget. The fact that 
Mr. Raymond has aided in formulating the executive proposals 
does not seem to detract from the value of his advice to the legis- 
lative committees in their action on the budget. Perhaps this is due 
to personal qualities more than anything else. 

Staff assistance to the council in the larger cities is also advan- 
tageous in the proper study of the budget. Very few of these cities, 
however, provide the council with a staff of any kind. In the 
Chicago city council, a permanent staff serves the finance committee 
in handling the budget; but it happens to be the only staff which is 
concerned with the budget, since this document is formulated by 
the finance committee and presented to council. The board of esti- 
mate and apportionment of New York City is supplied with a staff 
which aids it in its dual capacity of formulating and adopting the 
budget. This staff may also aid the board of aldermen in con- 
sidering the budget, but in practice its services are rarely, if ever, 
requested. The city auditor or other fiscal officer, which is inde- 
pendent of the administration, may be used by the council as a staff 
agency in the examination of the budget. 

Placing the Budget Before the Legislative Body. — The plac- 
ing of the budget before the legislative body may be a mere incident 
in the day’s work, passing almost without notice, or it may be one 
of the most important occasions of the entire legislative session. 
The budget may be submitted in a purely routine manner, as is the 
usual practice in American governmental units. The budget mes- 
sage, if any, may or may not be read by some legislative clerk, whose 
monotonous voice fails to stir the interest of his auditors. The 
budget is then referred to the appropriate committee or committees 
and the members of the legislative body hear no more about it until 
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the committee reports are ready for consideration some time later. 
There is nothing striking or dramatic about such a performance, 
nothing to arouse the interest of the legislators, much less of the 
public. The stage setting which helps to create news value is lacking. 
The newspapers find it difficult to produce front page stories about 
the budget under these circumstances. 

On the other hand, it is possible to present the budget to the legis- 
lative body in such a way as to excite public interest in it and to 
stimulate the examination of its proposals by the members of that 
body. England has accomplished this to a remarkable degree 
through the “budget speech,’’ which is delivered by the Chancellor 
of the Exchequer before the House of Commons assembled in com- 
mittee of the whole on ways and means. This speech “opens the 
budget” ; in reality it may be said to be the budget, since it sets forth 
in general terms the financial plan of the government. It is care- 
fully prepared by the Chancellor and usually takes him two or three 
hours to deliver. During this speech and in the discussion which 
follows it, any member of the House of Commons may interrogate 
the Chancellor. The members of the opposition usually make 
speeches* in which they may take issue with the Chancellor’s budget 
proposals, sometimes criticising them very strongly and setting forth 
their own views concerning the budgetary requirements of the 
government. 

While our governmental system does not readily lend itself to the 
English practice owing to the independence of the executive and the 
legislative branches, notably in the national and state governments, 
it is nevertheless possible for the executive to appear before the 
legislative body and deliver a budget speech in connection with the 
presentation of his budget. In fact, this has been done in certain 
states. Governor Cox of Ohio appeared before the 1917 legislature 
assembled in joint session and spoke on his budgetary proposals. 
In 1919 Governor Lowden of Illinois addressed a joint session of 
two houses of the legislature on his budget. His director of finance, 
Omar H. Wright, was also present and discussed certain features 
of the budget. These are merely two of the occasions on which 
governors thought it worth while to present their budgetary pro- 
posals in person to the legislatures. Undoubtedly, if this were the 
general practice, greater interest would attach to state budgeting. 
In the case of the national budget, the President might also appear 
before a joint session of Congress and explain his budgetary pro- 
posals. While such action would help to dramatize the national 
finances, the leaders of Congress continue jealously to guard the 
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prerogative of their committees. Not since the days of Washington 
has a President attempted to present, either in person or through his 
Secretary of the Treasury, the balanced financial requirements of 
the government. 

In 1919 Massachusetts inaugurated a rather singular procedure 
with reference to the legislative handling of the budget. When the 
governor's budget was submitted to the legislature during the early 
part of January, it was immediately referred to the ways and means 
committee of the house of which Benjamin Loring Young was 
chairman. After this committee had studied the budget for a month 
and had drafted a general appropriation bill based upon the gover- 
nor’s recommendations as modified by the committee, Mr. Young 
reported the bill to the house and at the same time made a budget 
speech. This speech set forth the general fiscal policy of the state 
government which the governor had failed to do by a budget mes- 
sage. It aroused unusual interest at the time; it was quoted widely 
by the newspapers of the state and commented on as a notable con- 
tribution in the field of state budgeting.^ Since that time it has been 
the practice for the chairman of the house ways and means commit- 
tee to deliver a budget speech upon the submission of the committee 
report and the general appropriation bill. This usually takes place 
during February, or from a month to six weeks after the governor’s 
budget goes to the legislature. The governor now submits a message 
with his budget, but this is ordinarily received in the most routine 
manner. More publicity is generally given to the budget at the 
time the budget speech is delivered. Since 1922, this speech has 
been given each year by the same individual, Henry L. Shattuck, 
who still continues ( 1929) as chairman of the house ways and means 
committee. Mr. Shattuck speaks for the senate ways and means 
committee as well as for his own committee, since the two com- 
mittees by agreement have considered the budget in joint sessions 
since 1920. By this practice the leaders of the dominant political 
party in the legislature, acting through the chairman of the house 
ways and means committee, have assumed final responsibility for 
outlining the financial policy of the state government. The gover- 
nor’s budget and budget message are largely preliminary. Of 
course, when the governor is a member of the political party in 
control of the legislature, as is usually the case in Massachusetts, 
his budget recommendations carry weight with the ways and means 
committees. 

^ See Luther H, GuHck, Evolution of the Budget in Massachusetts^ 1920, pp. 
176-182./, 



LEGISLATIVE ACTION ON THE BUDGET 383 

Legislative Consideration of the Budget. — The consideration 
of the budget is without doubt one of the principal legislative tasks. 
It involves the study by committees or otherwise of myriads of 
details relative to the expenditures and the income of the govern- 
ment. And this is not all: it often gives rise to political contro- 
versy among the members of the legislative body. In the words of 
Gaston Jeze : budget est essentiellement un acte politique Un- 

doubtedly, the way the budget is handled by the legislative body has 
much to do with the merits of the final result. The lower house of 
the bicameral legislative body is usually given precedence over the 
upper house in handling the budget and the budget bills. The Con- 
stitution of the United States provides that ‘'All bills for raising 
revenue shall originate in the House of Representatives; but the 
Senate may propose or concur with amendments as on other bills.’^ 
While this provision refers only to revenue bills, it has been inter- 
preted from the beginning as being applicable to appropriation bills 
as well. The Senate has generally acquiesced in this interpretation, 
so that It does not as a body consider the budget bills, either the 
revenue or the appropriation bills, until the House has voted these 
bills. About half of the state constitutions contain provisions similar 
to that of the federal Constitution. In some cases, for example, 
Massachusetts, all money bills are required to originate in the lower 
house and the senate may only propose or concur in amendments. 
The general practice in the state legislatures is for the lower house 
to vote the budget bills, which are then sent to the upper house for 
its approval. If the upper house amends any one of these bills, 
it must come back to the lower house for concurrence. In case the 
lower house does not concur, the bill must go to a conference com- 
mittee composed of members of both houses for final agreement. 

Committee Action on the Budget, — ^While most foreign countries 
use the committee system in considering the budget, the United 
States perhaps goes farthest in this direction. The committees of 
the various legislative bodies in this country generally exercise broad 
powers in taking action on the budget; in some instances, they may 
even recast it completely, so that executive responsibility for the 
budget is practically dissipated. This is not true, however, in Eng- 
land. There the practice tends to go to the other extreme. The 
“estimates,'’ that is, the departmental requests as approved by the 
Treasury, go before the whole House of Commons sitting as a 
committee, and are examined without any previous inquiry. In 
other words, the House Is not guided by any reports from standing 
committees in taking action on the budgetary requirements. By this - 
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procedure the responsibility of the Cabinet for the budget, which is 
entirely its work, is increased rather than lessened. 

In the various governmental units of the United States the budget 
is, generally speaking, referred to one or more standing committees 
immediately upon its submission to the legislative body. If appro- 
priation or other bills accompany the budget, these are usually re- 
ferred to the same committees. As a rule, the committees start at 
once to consider the budgetary recommendations, particularly those 
relating to proposed expenditures. In Congress and in the state 
legislatures, the committees of the lower house are generally the first 
to begin work on the budget. Of course, in those states where there 
are joint committees or committees acting jointly between the two 
houses, the committee work on the budget proceeds simultaneously. 

When the President’s budget is submitted to Congress, the House 
of Representatives takes action upon it by immediately referring it 
to the Committee on Appropriations. If the budget contained rev- 
enue proposals, which so far it has not, these would be referred to 
the Committee on Ways and Means. The Committee on Appropria- 
tions is divided into ten subcommittees, as we have already explained. 
Each of these subcommittees is responsible for framing a major 
appropriation bill, which is drafted along the lines of the general 
policy determined by the whole committee. The subcommittees 
begin their work by holding hearings on the departmental estimates 
assigned to them. Sometimes these hearings are started as much as 
a month before the President’s budget is transmitted to Congress. 
In this event the appropriation bills may be almost ready for con- 
sideration when the budget is received. This would seem to be 
putting the cart before the horse, since the congressional subcom- 
mittees are busy fashioning the appropriation bills before the Presi- 
dent’s budgetary proposals are made known. As a matter of fact, 
however, the departmental estimates upon which the subcommittees 
hold hearings have already been scrutinized by the Bureau of the 
Budget and revised to bring them within the general expenditure 
limits set by the President. In this respect the estimates resemble 
those that go to the British Parliament several weeks before the 
budget is ^‘opened” by the Chancellor of the Exchequer. 

In conducting the hearings, each subcommittee summons the 
departmental heads, bureau chiefs, and other administrative officers 
and asks them to explain their estimates. Emphasis is generally 
placed on any changes, particularly increases, over the amounts ap- 
propriated for the preceding year. The testimony at these hearings 
-is reported stenographically and printed for use when the appropria- 
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tion bills are being considered in the House.^ It frequently amounts 
in the aggregate to several thousand pages, and usually contains 
much valuable information about the workings of the departments 
and agencies of the government. As soon as the subcommittee has 
digested the testimony and studied the other evidence in connection 
with the estimates, it presents its recommendations in the form of an 
appropriation bill to the whole committee. This bill may be changed 
by the whole committee before it is reported to the House. It may, 
or may not, conform to the President’s recommendations in his 
budget. 

As the appropriation bills pass the House they are sent to the 
Senate and immediately referred to the Committee on Appropriations 
of that body. This Committee turns the bills over to its ten subcom- 
mittees which are organized similarly to those in the House. These 
subcommittees hold hearings on the bills at which the same officials 
are usually called and the same field covered as in the case of the 
House subcommittees, but the examination is by no means as thor- 
ough. The testimony at these hearings is also stenographically 
reported and printed for use in discussing the bills on the floor of 
the Senate. Each subcommittee may, and usually does, amend the 
bill which it has in hand. Then the bill goes to the whole committee 
and may be further changed before being reported out. By this 
time, it may differ considerably from the House bill and from the 
President’s budget recommendations. 

In the majority of states the budget is handled by the legislative 
committees in much the same manner as the congressional commit- 
tees handle the national budget. The budget with the accompanying 
bills, if any, is referred by the presiding officer of each house to 
the appropriate committee. The house committee usually is the first 
to begin work on the budgetary proposals and to report out the 
necessary appropriation bills. But this is not the established pro- 
cedure, as it is in Congress. Frequently the senate committee works 
on the budget at the same time and has its recommendations in 
definite form even before the house bills are voted and sent to 
the senate.^ When the house bills are referred to the senate commit- 
tee, it revises them to conform with its recommendations, if any, 
and reports them to the senate for action. The bills that come 
from either committee are substituted for any that may be on the 

^ Of course, not all that is said is actually reported. The irrelevant matter which 
always creeps into such discussion is largely eliminated. Other matter, which 
may be quite significant, is frequently omitted at the direction of the chairman. 

^In some instances, the appropriation bills are first sent from the senate to 
the house. 
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calendar at the time, such as the bills which the governor submits 
with his budget. In the few states where there is a joint committee 
between the two houses or where separate committees act jointly, 
the committee consideration of the budget and budget bills of course 
goes on simultaneously and the same reports are made to each 
house. This not only prevents duplication of committee work but 
aids in legislative consideration, since identical reports are submitted 
in each house. 

The thoroughness of committee work on the budget in state legis- 
latures depends largely upon the experience and training of the 
committee members. Except in a few states, this work cannot be 
said to be very satisfactorily done. The committee members either 
lack legislative experience or suitable training for the work. Of 
course, an attempt is made in every state to have at least a few 
experienced members on each budgetary committee. But, generally 
speaking, there is no established practice in this regard, as there is 
in Congress. The congressional committees handling the budget are 
deemed to be among the most important of the national legislative 
body, the members of these committees usually serving an appren- 
ticeship on other committees before being appointed. Little, if any, 
consideration is given to trades or professions in choosing the 
members of committees which handle the budget in state legislatures. 
For example, the joint appropriation committee of New Jersey 
recently consisted of four lawyers, a merchant, a broker, a florist, 
a farmer, and a real estate agent. From the standpoint of technical 
qualifications, this committee could not be said to be suited to its 
work. Nevertheless, it happened to be fairly representative of the 
chief interests in the legislative body, a thing that is important 
from the standpoint of policy determination. Perhaps, after all, 
this is just as satisfactory as having a membership which is more 
experienced in public or private finances, especially if staff assistance 
is provided. 

In considering the budget, the legislative committees of some 
states are required to hold open sessions at which they examine 
officers and representatives of the spending agencies as to their 
estimates. Citizens and taxpayers interested in the estimates may 
also appear and be heard at these sessions. In short, the meetings 
of the committees are in the nature of public hearings. Sometimes 
the governor, or his representative, and the governor elect are per- 
mitted to attend these meetings and to discuss all matters coming 
before the committees. But this is more the exception than the 
rule; in general, committee meetings on the budget are held behind 
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closed doors rather than being open. No officer of the government 
or citizen of the state may attend these meetings unless requested 
or invited. 

It is still the practice in some states for legislative committees 
when considering the budgetary requests to visit the more important 
institutions and agencies of the state government. This necessitates 
several trips around the state by the committee members, since the 
institutions are widely scattered in nearly every state. These trips 
are usually expensive, especially when the committees are large and 
the members all insist on going and taking some of their friends 
along. At one time the railroads in some states furnished free 
transportation on such occasions, expecting in return to receive 
favors from the legislature. But this practice has been discontinued. 
Appropriations must be made to cover the traveling and living 
expenses of the committee members, secretaries, clerks, stenog- 
raphers, and friends of the members, while on these trips. When 
visiting state institutions, the trips are usually scheduled ahead and 
often so planned that meals can frequently be taken at the institu- 
tional plants. The result is that everything is put in order at the 
institutions and the committee sees just about what it is intended 
to see. Perhaps three or four hours are spent at each institution, 
half of which time is devoted to things of a culinary or social nature. 
The management is given an opportunity to curry favor from the 
committee by means of good food, drinks (?), cigars, and stories. 
In the end when the final recommendations are being made, the com- 
mittee is likely to remember each institution more for the repast 
which it served than by the needs of its work. Thus, these inspec- 
tional tours of the legislative committees frequently degenerate into 
‘^junkets./’ They fail almost completely to serve any useful purpose 
in state budget making. 

While it is becoming more and more the practice for the budget 
making authority to submit bills with the budget to carry out its 
financial proposals, there are still several states in which the appro- 
priation and other bills are drafted by the legislative committees 
to which the budget is referred. These bills may follow the budg- 
etary proposals or they may not. In some states, however, certain 
limitations are set on the action which the legislative committees, 
or the legislature as a whole, may take on the budgetary proposals,^ 

In many of the local governmental units, the committee pro- 
cedure of the legislative bodies in handling the budget is similar 
to that of state legislatures. There is, however, this distinction. 

^See below, pp. 406-413. 
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Since practically all local legislative bodies are unicameral, the dupli- 
cation of work between the committees of two houses is eliminated. 
The local budgetary committees, therefore, operate like the joint 
committees in a few states. Where a local legislative body has a 
large membership, the committee to which the budget is referred 
usually consists of a limited number of the members. This commit- 
tee studies the budget, makes its recommendations, and reports to 
the whole body. The procedure in this case is quite like that of the 
state legislative committees. But where the local legislative body is 
small, consisting of perhaps five, seven, or nine members, the com- 
mittee which handles the budget is often composed of all members 
of the body. Committee action in this case resembles the procedure 
of committees of the whole, which we will discuss below. 

Frequently the local committee handling the budget prepares the 
appropriation bill for the consideration of the whole legislative body. 
This practice, however, is not as common as it is among the state 
legislative committees, since the local budget is more often sub- 
mitted with an attached appropriation bill. Indeed, the local budget 
is sometimes little more than an itemized appropriation bill. The 
legislative committee always uses this bill as the basis for its rec- 
ommendations. As a general rule, neither the committee nor the 
legislative body is limited in changing the proposals of the budget 
making authority as set forth in the appropriation bill. This may 
result in considerable modification of the original budget plan, par- 
ticularly in the mayor and manager governed cities. 

Committee of the Whole Procedure , — The ordinary standing com- 
mittee procedure, which we have discussed above, has been roundly 
criticized because of the possibilities that it offers for completely 
upsetting the original budget plan. '^The purpose of requiring the 
executive to prepare the budget is to make spending officers responsi- 
ble for planning and for making public their plans before further 
authority is granted. If we stop here and do not provide the means 
whereby individual members of the legislature can find out what 
these plans are, if we put these plans in the hands of a standing 
committee to be made the subject of secret bargaining, the executive 
proposals will be hacked and mutilated beyond recognition, without 
anyone, even the governor, the members outside the committee 
rooms, or the public ever finding out just what happened.'' ^ 

Committee of the whole procedure has been proposed as a more 
desirable method for handling the budget in the various legislative 

Elements of State Budget Making,'^ No. 8o, Decem- 

ber, 1916, p. 38. 
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bodies of this country. Instead of referring the budget to a small 
group of members selected from the legislative body, the whole body 
actually sits in committee. The presiding officer of the body leaves 
his chair and some member temporarily takes his place as chairman 
of the meeting. Discussion is carried on during the meeting in an 
informal manner; administrative officers and citizens may appear 
and express their views. The consensus of opinion among the 
members may be ascertained by taking a vote on each of the main 
points or items. When the committee of the whole has concluded 
its work, the presiding officer again takes his seat. The committee 
rises and reports through its chairman the action which has been 
taken. The recommendations of the committee are then before the 
body and action is taken on them in the regular manner. 

It cannot be denied that the committee of the whole procedure 
has some attractive features from the standpoint of budgetary con- 
sideration. This procedure undoubtedly promotes discussion and 
publicity of the financial proposals, such as is not possible under 
the standing committee system. It helps to develop the '"opposi- 
tion” in the legislative body; it permits discussion by dissenting 
members of the majority party without incurring the charge of 
party treason. It eliminates log-rolling behind the closed doors of 
the standing committee room; it prevents '%ag rule” on the legisla- 
tive floor. Ordinary legislative procedure is grossly inadequate for 
the proper handling of complicated measures, such as appropriation 
and revenue bills. It compels voting on numerous propositions in 
these bills, after perhaps days of debate, when the arguments on 
many of the points may have been forgotten, indeed may not have 
been heard at all by many who vote. Such procedure does not 
make for independent judgment; the impulse of the members is to 
vote "Yes” every time, or "No” every time. By a committee of 
the whole, these propositions, no matter how numerous, may be 
taken up and acted on one at a time. While the procedure of 
the committee of the whole may be considered rather clumsy, it can 
be made to serve a useful purpose, particularly in handling the 
budget bills. For this reason, it ought to be preserved and utilized 
until our legislative bodies have found a simpler method. 

The British House of Commons employs the committee of the 
whole exclusively in considering the budget. In fact, standing 
committees have largely fallen into disuse under the English cabinet 
system of government Although the committee of the whole was 
introduced in the United States in the early days, it was never 
extensively used for budgetary purposes. It was soon almost en- 
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tirely displaced by the standing committee system, which has come 
to flourish here as perhaps in no other country. 

At the present time, it is customary for the lower house of 
Congress upon receiving the appropriation bills from its standing 
committee to resolve itself into a committee of the whole for con- 
sideration of these bills. This, however, is merely for discussing 
and taking action on the recommendations of the committee. Now 
and then a state legislature will make use of the committee of the 
whole in much the same way as the House of Representatives. 
Many of the local legislative bodies use a procedure approaching 
that of the committee of the whole. This is especially true where 
these bodies consist of only a few members. 

Despite the reluctance of legislative bodies to use the committee of 
the whole, the advantages of having the executive and administra- 
tive officers appear before these bodies and discuss the budgetary 
proposals is beginning to be recognized. This is very significant ; it 
has been referred to as ‘'the one big principle of govermnent which 
we have missed — one which is essential to the preservation of the 
fundamental political concepts of democracy.” For more than a 
century "the sacred doctrine of the separation of powers” was 
allowed to stand in the way. But the Maryland budget amendment, 
adopted in 1916, declared that "the governor and such representa- 
tives of the executive departments, boards, offices and commissions 
of the state expending or applying for state’s money, as have been 
designated by the governor for this purpose, shall have the right, 
and when requested by either house of the legislature, it shall be 
their duty to appear and be heard with respect to any budget bill 
during the consideration thereof, and to answer inquiries relative 
thereto.” This provision has been repeated in substance in several 
other state budget laws of a more recent date, notably the New 
York budget amendment of 1927. If the full benefit of such a 
provision is to be realized, it appears that something like the com- 
mittee of the whole must be followed. So far, no definite pro- 
cedure has been outlined in any of the states having this provision. 
In Maryland, for example, the governor has at one time or another 
conferred with the standing committees of the two houses of the 
le^slature which handle the budget bill, but these meetings have 
not been public and they have only included the committee mem- 
bers. There has been very little discussion of the budget plan on 
the floor of the legislature; in fact, the customary procedure has 
tended to discourage discussion. Certainly something different was 
contemplated by the budget amendment. 
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The New York budget amendment, adopted in 1927, specifically 
states that the procedure for the appearance of the governor and 
the department heads before the legislature to be heard or to answer 
inquiries relative to the budget must be provided by law. The 
1928 session of the legislature failed to enact any law covering this 
point, although it was known that the budget amendment would 
become effective before the next regular session met. The 1929 
session, however, attempted to fulfill its constitutional responsibility 
by passing a bill which provides that the governor’s budget is to be 
referred to the senate finance committee and to the assembly ways 
and means committee and that the governor and the department 
heads are to be heard before these two committees rather than 
before the legislative body as a whole.^ In approving this bill, 
Governor Roosevelt said : 

I am approving this bill solely because it confers an additional right upon 
the governor and the heads of the departments to appear before the com- 
mittees not provided for in Article IV-A of the constitution as adopted in 
1927. I note, however, that the legislature has failed to incorporate in this 
bill, as required by Section 3 of Article IV-A of the constitution, the pro- 
cedure for the appearance of the governor and heads of departments before 
the two houses in session. I can assume that such a bill will be submitted 
to me in accordance with the mandate of the constitution. At all events, 
the bill before me is not objectionable since it does not interfere with that 
right to appear before the houses in session and merely confers an additional 
right. 

That the framers of the New York budget amendment contem- 
plated an open discussion of the governor’s budget before the two 
houses of the legislature, with the governor and his department heads 
present, there seems to be little doubt. But the 1929 session of the 
legislature, for purely political reasons, it appears, has attempted 
to provide otherwise, and thus thwart for a time, at least, the 
intent and purpose of the constitutional amendment. 

Several cities, especially those with the manager form of govern- 
ment, have gone further than the states in providing that the chief 
administrative officers may take part in the deliberations of the 
legislative body. In Cleveland, Ohio, for example, all meetings 
of the council and of the standing committees of the council are 
open to the public. The manager and the department heads are 
given seats in the council, without the right to vote, and are allowed 
to take part in all discussions. It has been found that the bringing 
of these administrative officers on the floor of the council where 
they may be quizzed by members of the council stimulates public 
^ Chapter 5, Laws of 1929, approved February 5, 1929. 



PUBLIC BUDGETING 


392 

interest, particularly in the budget. This procedure gives all mem- 
bers of the council an opportunity to study the budget proposals 
of the manager; at the same time, it permits the minority members, 
if they choose, to criticise these proposals, A discussion of the 
budget can be staged that has real news value. The public may 
become informed about the budget either by visiting the open meet- 
ings or by reading the newspaper reports of these meetings. This 
method resembles that of the committee of the whole. 

Public Hearifigs by the Legislative Body . — In a previous chapter, 
we discussed the holding of public hearings by the budget making 
authority and came to the conclusion that, except in certain cases, 
there was not much to be gained by such procedure.^ It seems 
much more satisfactory, as a general rule, for the legislative body to 
hold public hearings on the budget. The financial plan has then 
been definitely formulated by the budget maker. The budget docu- 
ment, containing this plan, is available for examination ; usually it 
has been published, so it can be studied carefully by all who are 
interested in it. In short, this appears to be the propitious time for 
holding public hearings on the budget. 

Two methods may be employed by the legislative body in holding 
hearings on the budget. Either the standing committee handling 
the budget may conduct them, or they may be held before the 
legislative body as a whole. There are some disadvantages to the 
first method. Only the members of the committee benefit by any 
information which may be brought out at the hearings. Opportunity 
is not given to all members of the legislative body to enter into 
the discussion. The minority or the opposition members are there- 
fore pretty effectively curbed, except for the small representation 
which they may have on the committee. The second method may 
be objected to on the ground that it tends to draw out interminably 
the discussion at the hearings. Of course, it cannot be successfully 
carried out except through the committee of the whole. 

There are no public hearings on the national budget either before 
Congress or its committees. The committees hold hearings on the 
estimates at which the administrative officers appear in behalf of 
their requests, but these hearings are not public. However, a sten- 
ographic record is kept of the proceedings, which is published for 
the use of the members of Congress. 

Several of the state budget laws provide for public hearings 
on the budget to be held by the legislature. Invariably these hear- 
ings are conducted by the committees. In North Caroli^^ and 
^ See above, pp. 359-361. 
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Virginia, for example, the joint committees handling the budget 
are required to hold open sessions at which taxpayers and other 
persons interested in the financial plan may appear and be heard. 
Rarely do taxpayers, as such, appear at these hearings. The per- 
sons who do appear usually have an axe to grind — some special 
interest that they wish to further with state money. Frequently 
only state officials are present, and these are interested mainly in 
supporting their requests for appropriations. But anyhow, the hear- 
ings are open; anyone who chooses may attend them. Even if the 
public does not find it convenient to attend for geographic or other 
reasons, the press may report what transpires. This, indeed, is 
something. Perhaps the ends of democracy are just as well served. 

Local governments, particularly cities, generally follow the prac- 
tice of holding public hearings on the budget. These hearings are 
held either before the legislative body as a whole or before a stand- 
ing committee of that body. The area of most local governments 
is small enough to make it possible for citizens to attend the hearings. 
At the same time, the budget proposals of these governments touch 
the interests of the citizen body more directly and more closely than 
do those of the larger governmental units. Even so, many cities 
report little or no public interest in the open hearings on the budget. 
Perhaps this condition is due to the fact that the hearings are usu- 
ally held on stated dates and in the most perfunctory manner. Public 
opinion generally remains more or less passive until aroused, and 
there is nothing about this routine procedure to arouse it. In a 
few cities, an attempt has been made to meet this situation by means 
of public meetings on the budget held in different parts of the com- 
munity. The mayor or the manager conducts these meetings during 
the time the council is considering the budget, explaining the budg- 
etary proposals and inviting questions and criticisms. In some in- 
stances, these meetings have seemed to stimulate public interest in 
the budget. 

Supplementary Estimates by the Budget Making Author- 
ity.— The national government and several state and local govern- 
ments have legal provisions whereby the budget making authority 
may submit to the legislative body supplementary or additional ex- 
penditure estimates after the budget has been transmitted and before 
final action has been taken on it. In some instances, these estimates 
are referred to as ^'supplementary budgets,^' implying that they are 
to carry with them adequate means of financing. 

The national budget law provides that "the President from time 
to time may transmit to Congress supplemental or* deficiency esti- 
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mates for such appropriations or expenditures as in liis judgment 
(i ) are necessary on account of laws enacted after the transmission 
of the budget, or (2) are otherwise in the public interest/' He is 
required to accompany these estimates with the reasons why they 
are necessary and to explain how they came to be omitted from the 
budget. Whenever such estimates in the aggregate reach a point 
where, if they had been contained in the budget the total means 
of financing would not have been sufficient to meet them, the Presi- 
dent is required to make recommendations for additional revenue so 
as to keep the budget in balance. 

Every year since the adoption of the budget system, the Presi- 
dent has found it necessary to submit supplementary expenditure 
estimates as he is permitted to do under the foregoing provisions. 
But it appears that in no year has the aggregate of these estimates 
been considered large enough to consume the estimated surplus, thus 
making it necessary for the President to recommend additional 
sources of revenue. Experience seems to indicate that the supple- 
mentary estimates have not greatly decreased since the budget sys- 
tem was adopted, rather they have increased during the most recent 
period. For example, the budget for 1929, transmitted to Congress 
in December, 1927, totaled $4,258,793,765.53, and supplementary 
estimates were submitted by the President during the session aggre- 
gating $22,071,319.38, making a grand total of $4,280,865,084.91. 
For the previous year's budget the supplementary estimates sub- 
mitted by the President had totaled $8,400,633. In addition to the 
supplementary estimates to the 1929 budget, the President also 
submitted to Congress deficiency estimates for the fiscal year 1928 
and prior fiscal years amounting in the aggregate to $356,5 1 1,729.23. 
Of this amount, $203,675,193.27 was shown in the budget document 
as transmitted at the beginning of session. The remainder, or $i 52,- 
836,535.96, was additional deficiency estimates submitted after the 
budget had been sent to Congress. In other words, there were esti- 
mates before Congress totaling almost $175,000,000, which had the 
approval of the President and which were not included in his budget. 
A large part of this amount, of course, is due to the system under 
which the federal government operates and under which spending 
agencies may create deficiencies to be met by additional appropria- 
tions made during the fiscal year or even after it has closed.^ But 
nevertheless it indicates a failure to make adequate estimates at the 
time the budget is prepared. Anticipating criticism on this score, 
President Coolidge said in his 1929 budget message : /Tn our great 
/ See below, pp. 486-487 for a discussion of these deficiencies. 
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and growing government changes are kaleidoscopic and new needs 
and imperative new demands arise over night calling for congres- 
sional help. . . . While actual deficits are rare, supplementals, be- 
cause of the reasons cited, persist, and persist large in amount and 
many in number.” 

To meet conditions which cannot be anticipated in the original 
budget, the English resort to supplementary estimates, by which 
additional amounts are voted to meet the extra requirements. These 
estimates are analogous to our deficiency estimates. They are trans- 
mitted to the House of Commons whenever necessary during the 
fiscal year, but usually in the Summer and Spring. No year goes 
by without supplementary estimates ; this is due mainly to the gen- 
eral complexities of the governmental operations, the prompt closing 
of the year’s accounts, and the cessation of transfers. Nevertheless, 
these estimates are regarded by competent English authorities as 
^‘one of the greatest financial evils.” ‘They are,” says E. Hilton 
Young, “a diseased excrescence on the year’s finance, and the suc- 
cess in finance of the Ministry may be measured by their ability 
to do without them.” ^ Gladstone was of the opinion that in order 
“to render parliamentary control eifectual it is necessary that the 
House of Commons should have the money transactions of the year 
presented to it in one mass and in one account.” He foresaw that 
by excessive use of supplementary estimates the original budget 
could be deprived of any value, if not completely destroyed. It has, 
therefore, become the accepted policy to confine these estimates to 
the narrowest limits consistent with carrying on the work of the 
government in an effective manner. In case of great emergency, 
the recognized English expedient is a “vote of credit” by Parliament. 
While this breaks away from the unity of the budget, it does it in 
the least dangerous way, since it indicates that the proceeding is 
irregular and exceptional. 

A comparison of the English and American experience in the 
matter of providing for additional expenditures during the budget 
year is interesting. As we point out above, the deficiency estimates 
actually voted by Congress for the fiscal year 1928 amount in the 
aggregate to more than $356,000,000.^ This is approximately 8.8 
per cent of the original budget authorizations for 1928, which 
totaled $4,014,988,936. The additional expenditures to the English 
budget for 1927-28 which were authorized on the basis of supple- 
mentary estimates amounted to £5,814,000 as against £833,390,000 

^ E. Hilton Young, The National System of Fmance, 2nd edition, 1924, p. 77. 

^ A small part of this amount belonged to 1927 and prior fiscal years. 
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in the original budget, or less than seven tenths of one per cent. 
From this comparison, our national budget system makes a poor 
showing. And this is not entirely the fault of the Executive who 
proposes the deficiency estimates; Congress often encourages such 
estimates by the stand which its appropriation committees take. 
Efforts are, however, being made to reduce the ordinary and avoid- 
able deficiencies through budgetary control, but progress in this 
direction is rather slow. While recognizing deficiency estimates as 
an evil, Mr. Willoughby presents some arguments in defense of 
the system. He says that there are many items in the budget which 
it is impossible for the Bureau of the Budget or Congress to esti- 
mate accurately; furthermore, that the estimates are originally pre- 
pared by the spending agencies almost a year before the beginning 
of the fiscal year to which they apply and are included in the budget 
seven or more months before the opening of such year.^ While 
this is true, it is apparent, nevertheless, that the deficiency estimates 
have not yet been reduced to the minimum consistent with good 
financial control. They still threaten to destroy the unity of the 
budget plan. 

Turning to the state governments, we find legal provisions similar 
to those contained in the national budget law. However, in these 
governments the supplementary estimates usually refer to the pro- 
posed budget and not to deficiencies. In the Maryland budget 
amendment of 1916, it is provided that the governor may amend 
or supplement the budget (appropriation) bill which he submits with 
his budget before final action thereon by the legislature. It has been 
the practice for the governor to submit amendments or supplements 
to his budget (expenditure side) every time, or nearly every time, 
this document has been before the legislature. In most cases, the 
purpose of these amendments or supplements has been to correct 
errors or omissions; although, now and then, it appears that the 
legislature has through political influence caused the executive to 
increase his original proposals by this means. In this way the 
legislature has been able to get around the restriction which the 
budget amendment placed upon the passage by it of supplementary 
appropriation bills.^ 

Several other states, notably, California, New York, and Massa- 
chusetts, have provisions by which the governor may submit esti- 
mates supplementary to the budget The California budget amend- 
ment permits the governor at any time, either before or after the 

^See W. F. Willoughby, The National Budget System, 1927, pp, 104-5. 

^ See below, p. 41 1. 
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passage of the budget (appropriation) bill, to amend or supplement 
the budget and to propose amendments to the budget bill. As in the 
Maryland amendment, nothing is said about keeping the budget in 
balance. The New York budget amendment allows the governor 
to amend or supplement the budget before the legislature takes final 
action on it and not more than thirty days after its submission. 
But he may, with the consent of the legislature, submit such amend- 
ment or a supplemental bill at any time before the adjournment of 
the legislative session. The Massachusetts budget amendment per- 
mits the governor at any time during the legislative session to rec- 
ommend “supplementary budgets. The term used in this case 
implies that both the income side and the expenditure side of the 
budget are to be taken into account in any supplementary proposals 
which the governor may make to the legislature. 

The provision for supplementary estimates is not infrequently 
found among local governments. The charter of Boston, for exam- 
ple, states that the mayor may submit to the city council “supple- 
mentary budgets'' until such time as the tax rate for the year has 
been fixed. Here again, it is implied that he must keep in mind his 
original budget in submitting the additional proposals. 

The supplementary estimates or budgets are almost uniformly 
subject to the same procedure in the legislative body as the original 
budget. They are sent, upon submission by the budget making 
authority, to the standing committee which handles the budget. This 
committee considers them much in the same manner as it does the 
budget and makes its recommendations to the legislative body. When 
the supplements or amendments are received before the budget has 
been reported out by the committee, the usual practice is for the 
committee to combine the supplementary proposals with the original 
proposals and report them all out together. 

While it seems advisable to provide that the budget making author- 
ity may amend or supplement the budget after it has been submitted 
to the legislative body, there are certain dangers which lurk in the 
background of such procedure. Without some limitation either in 
law or practice, it is possible for the budget making authority to 
remake the budget by this procedure after it has gone to the legis- 
lative body. This may lead to haphazard planning in the original 
budget with the expectation of revising or readjusting it at a later 
date. If no attention is paid to the income side of the budget in 
the course of amending or supplementing the expenditure side, 
the budget may be completely thrown out of balance. These are 
things to be avoided. The budget should be as complete as it is 
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possible to make it — in view of the probable requirements of the 
government — when it is submitted to the legislative body. Then 
if the budget is prepared near the beginning of the fiscal period, 
there should be very little necessity for supplementary estimates or 
budgets on the part of the budget maker. Any amendments or 
supplements to the budget should be limited to the original pro- 
posals and these should be permissible only when they are of a minor 
nature. Material additions to the expenditure side of the budget 
should be made only when the budget maker obtains the consent 
of the legislative body to introduce the supplementary proposals. 
Of course, when the procedure makes it difficult for the legislative 
body to add to the budget, as is the case in the state of Maryland, 
this consent is usually forthcoming, provided the legislators are 
interested in the additions. In such cases, the budget maker should 
be required to make public a statement which shows how his sup- 
plementary proposals affect the balanced relation of the income and 
expenditures of the original budget. 

Action on the Budget — Enactment of the Budget Bills*— 
In the course of this discussion, we have spoken several times of 
the adoption of the budget, meaning essentially the action which the 
legislative body takes on the budget. As a matter of fact, according 
to American practice, legislative action is taken on only one part 
of the budget, namely, the budget bills. The other parts of the 
budget, except as they are referred to as sources of information, 
are practically disregarded by the legislative body as a whole. The 
budgetary proposals, therefore, are adopted only through the pas- 
sage of the budget bills, except in so far as they may be covered 
by permanent legislation. 

In this connection, it is interesting to note the contrast between 
English and American practices. The House of Commons actu- 
ally adopts the expenditure side of the budget section by section 
before the appropriation bills are even drawn. The British budget 
is divided into about one hundred and fifty sections, called ‘Votes.” 
These sections are taken up one by one, at least the more important 
ones, discussed in detail in committee of the whole, and then voted. 
The adoption of the budget in this way is equivalent to the authori- 
zation of expenditures. But in order that the expenditures may 
be made, there must be further action; the funds must be appropri- 
ated through the passage of the appropriation bill. Not until after 
the budget is voted is the appropriation bill prepared and passed. 
This disposes of the expenditure proposals of the budget so far as 
Parliament is concerned. In handling the revenue proposals of the 
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budget, the English practice again differs from the American, The 
English tax system, as is the case in this country, is more or less 
permanent. Only a few taxes, such as the income tax and the taxes 
on certain commodities like tea, are varied from year to year to 
give some flexibility to the government’s income/ Proposals for 
varying these taxes so as to balance the budget are made by the 
Chancellor of the Exchequer in his budget speech. Immediately 
upon the conclusion of his speech, the revenue changes which he 
recommends are initiated by resolution and may take effect as early 
as the following day.^ There is no waiting for several months to 
effect changes in the revenue system, as is the case in this country. 
The revenue proposals of the Chancellor are realized at once, usually 
a considerable time before the appropriation bill is passed. Accord- 
ing to American practice, the reverse is often true; the appropriation 
bills may be passed and the expenditure program embarked upon 
long before any action is taken on the revenue proposals of the 
budget. 

A further contrast between the English and American practices 
is to be found in the time allotted to the consideration of the budget 
during the legislative session. In England a large part of the 
parliamentary session is occupied by the consideration of the budget, 
particularly the expenditure estimates. At least twenty days, spread 
over about ten weeks, beginning in May and extending to the end 
of July, are so occupied. This legislative consideration starts soon 
after the budget has been presented by the Chancellor of the Ex- 
chequer. The budget is considered in committee of the whole during 
this period ; its scrutiny becomes the principal work of Parliament 
until it is adopted. Such is not the case in the United States. 
As we have already stated, the President’s budget when presented 
to Congress is referred to certain standing committees. These com- 
mittees spend considerable time on the budgetary proposals, some- 
times extending over two or three months, before they submit their 
recommendations to Congress in the form of bills. Congress, as a 
body, does not give a great deal of time to the consideration of 
these bills ; they are generally passed in a routine manner. Fre- 
quently many of them are acted on near the close of the (biennial) 
short session, which is limited to ninety days, thus making it possible 
for a filibuster in the Senate to hold up the proceedings and prevent 

^ In 1929 the tax on tea, which had been in existence for about 325 years, was 
discontmued. 

^The law actually authorizing these changes is enacted later. Should it not 
be enacted for any reason, the amounts collected are refunded. 
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them from passing. No special time is allotted to the consideration 
of the budget bills. They are acted on along with various other 
legislation throughout the session. 

Much the same situation with reference to the consideration of 
the budget exists in many of our state legislatures. Action on the 
budget bills is deferred until the last week and even the last night 
of the legislative session. As a result very little consideration is 
given to these bills by the legislative body as a whole ; they are 
sometimes passed amid a wild scramble in an attempt to clear the 
calendars of scores of bills before the session must come to a close 
sine die. Some states have actually adopted constitutional provisions 
to prevent the last minute passage of the budget bills, although this is 
a matter which might well be controlled through legislative rules.^ 
One of the most notable examples of such a provision is to be 
found in the Maryland budget amendment of 1916. It reads as 
follows : "Tf the budget bill shall not have been finally acted upon 
by the legislature three days before the expiration of its regular 
session, the governor may, and it shall be his duty to issue a procla- 
mation extending the session for such further period as may in his 
judgment be necessary for the passage of such bill; but no other 
matter than such bill shall be considered during such extended ses- 
sion except a provision for the cost thereof.’’ 

In the local governments, the situation with respect to last minute 
action on the budget bills is somewhat different from that in the 
state governments. The state legislatures meet annually or bienni- 
ally (in Alabama quadrennially) and the sessions of many of them 
are limited by constitutional provision to a certain number of days. 
This is not the case with local legislative bodies ; they ordinarily meet 
several times during each year and their sessions are usually unlim- 
ited as to length. There is no point, therefore, to crowding the 
action on the budget bills at the end of any one session. Some of 
the local bodies, however, are limited as to the date when they must 
take final action on these bills. If any confusion exists in passing 
the local budget bills, it is usually due to an effort to get them 
through before the expiration of this time limit. 

Procedure 0% the Floor of the Legislative Body , — As we have 
indicated above, the ordinary procedure is to refer the budget to 
the proper standing committee (sometimes more than one commit- 
tee) of the legislative body as soon as it has been presented to that 
body. If the budget bills accompany the budget, they are also sent 
to the standing committee; sometimes they are introduced and given 
^ See below, p, 404, for a discussion of the practice in Massachusetts. 
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a first reading merely by title. No further action is taken on the 
floor of the legislative body until the standing committee sends in 
its report on the budget proposals. This report is usually accom- 
panied by drafts of budget bills upon the details of which the mem- 
bers of the committee have agreed. In fact, these bills may consti- 
tute the only written report which is made by the committee to the 
legislative body, any explanatory statements being made orally on 
the floor by the chairman or some other member of the committee. 

When the budget bills which are drawn and agreed upon by 
the standing committee reach the legislative body, they are placed 
on the calendar for consideration and voting. In this respect, these 
bills follow the ordinary procedure, although they may be given 
preference over other bills at certain times. Among the bicameral 
legislative bodies, the lower house is often the first to take action 
on the budget bills. This is true in the case of Congress and some 
of the state legislatures. 

In Congress, when the House takes up the appropriation bills as 
proposed by the Committee on Appropriations, it must first consider 
these bills in committee of the whole. Since the appropriation bills 
are highly privileged, it is in order at almost any time to make a 
motion to go into committee of the whole for the consideration of 
one or more of these bills. After the motion is made, there is at 
first a general debate which is limited to a certain number of hours, 
usually two or three. Unfortunately this debate does not necessarily 
relate to the appropriation bill under consideration ; the members 
may discuss totally irrelevant matters, such as the Monroe Doctrine. 
After the general debate is over, the bill is taken up section by sec- 
tion for discussion and amendment under what is called the ‘‘five- 
minute rule.’^ At this point all discussion must be germane to the 
section of the bill under consideration. Any member may at this 
time move an amendment and speak for five minutes in its support 
other members may speak either for or against the amendment for 
a like period of time. In this way the House scrutinizes the recom- 
mendations of the Committee on Appropriations and makes known 
its wishes with respect to them. However, in practice, it generally 
supports these recommendations, amendments rarely being made 
when opposed by the committee spokesman. Following the consider- 
ation in committee of the whole, the bill is reported back to the 
Blouse with any amendments that may have been adopted. These 
are acted on by the House; the bill is given its third reading at 
which no amendments are permissible, is passed, and goes to the 
Senate. In the Senate, the procedure is essentially the same, except 
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that individual members cannot propose amendments to an appro- 
priation bill as they can in the House under the consideration in 
committee of the whole. No senator can offer an amendment to 
any appropriation bill the effect of which is to increase the appro- 
priation already contained in the bill, or to add a new item of appro- 
priation, unless it is to carry out existing provisions of law. The 
desirability of amendments of any other character must be passed on 
by the appropriate committees on general legislation. 

The procedure for handling the budget bills in the various state 
legislatures differs in several respects from the congressional pro- 
cedure. The upper house in some states receives the budget bills 
from the committee’s hands and votes on them prior to action by 
the lower house. Consideration of the budget bills follows prac- 
tically the same routine as in the case of other bills. The commit- 
tee of the whole is almost never used in this connection. In some 
states the budget bills are passed rather early in the session ; in 
others, perhaps a majority of the states, these bills are acted on 
during the closing days, sometimes the last day, of the session. 
Generally speaking, budget bills rarely receive as much attention as 
they deserve on the floors of state legislatures. The following ob- 
servations made by the writer a few years ago with respect to the 
practice in New Jersey is fairly representative of what happens in 
many other states. 

The senate met on Friday afternoon at i :40, and the supplemental and 
annual appropriation bills, known as S. B. 315 and S. B. 316, respectively, 
were introduced. They were hurried through first and second readings, and 
ordered to be printed for third reading. Recess was then taken until three 
oklock, when the bills were expected to be printed and ready for final action. 
In the meantime a concurrent resolution had been adopted adjourning both 
houses of the legislature sine die at 6:30 o'clock. The afternoon passed, and 
no printed bills came. When the hour set for adjournment approached the 
clocks of both houses were stopped. At a few minutes after six the first few 
copies of the bills were rushed up from the printer and taken to the office 
of the supervisor of bills behind the senate chamber. Here a copy of each 
was hurriedly gone over and the pages were assembled in their right order, 
for the printer, in his wild rush, had not taken time to staple the pages to- 
gether. These copies were carried down to the senate chamber, and S. B. 
316 was taken up at 6:20 for third reading and final passage on suspended 
rules by recorded vote. ... Fifty minutes were consumed in debating 
and passing the annual appropriation bill in the senate. At 7:10, S. B. 315 
was put on third reading by a suspension of the senate rules. . . . Seven 
minutes were taken up in debating and passing the supplemental bill. 

Senate Bills Nos. 315 and 316, after passage in the senate, were immedi- 
ately carried to the assembly. . . . At 7:32, S. B. 315 was put on third 
reading in the assembly by suspension of the rules. . . . The supple- 
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mental bill was passed by tlie assembly after thirty-two minutes of debate. 
The annual bill, S. B, 316, was taken up on third reading by suspended rules 
at 8:07. The debate and final passage of it in the assembly occupied eight 
minutes. ... 

During the discussion in the assembly of the appropriation bills, there were 
so many visitors on the floor of the house, so much loud conversation, moving 
about, and general disorder that one, with the panoramic view afforded by 
the gallery, could hardly determine what was supposed to be taking place. 
The gallery was already crowded with people awaiting the hour to arrive 
for the merrymaking that customarily accompanies the close of each year’s 
legislature. Several of the younger assemblymen wore their dress suits for 
the occasion and were apparently more interested in the social hour that 
was to follow than they were in New Jersey’s appropriation bills. 

The senate had taken fifty-seven minutes to discuss and pass the appropria- 
tion bills; the assembly had taken forty minutes, making a total of one hour 
and thirty-seven minutes of “solemn deliberation” given to the state’s appro- 
priations. . . . Neither house of the legislature made any changes in 
the bills. They were adopted as recommended by the joint appropriation 
committee. Only one amendment was proposed and it was defeated, having 
been proposed by a senator of the minority party. 

The procedure of local legislative bodies for handling the budget 
bills is similar in many respects to that of the state legislatures. 
But, as a general rule, it seems to work out more satisfactorily. 
There are several reasons for this. The local bodies are nearly 
all unicameral. There is no seesawing between two houses in case 
of disagreement until an accord is reached on the bills. Sometimes 
the committee to which the budget is referred consists of all the 
members of the legislative body, being in this respect quite like a 
committee of the whole when in session. Discussion is usually more 
freely indulged in among the local legislative bodies; limiting rules 
are not so vigorously applied. In addition, administrative officers 
are more often present to take part in the budgetary discussion than 
they are in state legislatures. 

The legislative procedure for handling the budget, particularly 
in the state governments, has been roundly criticised because of the 
lack of adequate debate on the financial plan. The New Jersey 
experience, which we have noted above, bears evidence of the 
failure to discuss the budget bills on the floor of the legislature. 
It is impossible to consider these bills in the way they should be 
when they are rushed through on the closing day of the legislative 
session. The same thing is true of any other day in the session, if 
the rules of procedure are such as to prevent free discussion. Only 
the committee members know very much about the contents of the 
budget bills ; the other legislative members have very little opportu- 
nity to find out anything about the bills unless they are discussed 
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on the floor. This is why the members of the minority party, or of 
the ' ‘opposition/’ are often at a loss to find adequate facts as a 
basis for criticising the bills when they are being driven through 
under pressure from the majority party in the legislative body. 
Attempted discussion under these circumstances is often more hu- 
morous than enlightening. 

What is the remedy? The committee of the whole, as we have 
explained above, is successfully used in discussing the English 
budget. The main objection to such procedure in this country is 
that the passage of the budget bills would be held up by intermina- 
ble debate. But the English seem to have met this objection by 
the application of certain rules which tend to keep the debate within 
reasonable bounds. The procedure under these rules is known as 
the “guillotine.” According to this procedure, “the practice now is 
for the opposition to choose the votes which shall be set down for 
discussion, and when the allotted time has been exhausted all the 
outstanding votes are passed without debate.” ^ This permits the 
more important votes to be discussed ; at the same time it expedites 
matters by curtailing debate on those votes concerning which there 
is no great difference of opinion. But in our budgetary practice 
the committee of the whole is not applied, except in a very limited 
way; in fact, the trend of American experience is generally opposed" 
to the use of such procedure. 

Some states have sought to remedy the situation in another way. 
For example, Massachusetts prevents the rush of bills through 
the legislature during the closing days of the session by the appli- 
cation of two legislative rules. A strict time limit is set upon the 
introduction of bills (Joint Legislative Rule No. 12) ; after the end 
of the second week of the session no more bills are received. Since 
concurrent action by a four-fifths majority of each house is neces- 
sary to suspend this rule, it is nearly always adhered to. A second 
rule (Joint Legislative Rule No. 10) requires the joint legislative 
committees to report all bills early in the session, and those bills 
which are not reported by the committees are referred to the next 
legislature. Under this rule the legislative leaders know by the 
middle of the third month of the session just how much work 
remains. Since there is no limit to the length of the session, the 
legislature usually continues for one or two months after the com- 
mittee reports are in, thus giving ample time for the study and 
discussion of the bills. Each committee is required to report every 
week the status of its work, so that the presiding officers may apply 

^ Henry Higgs, Financial System of the United Kingdom, 1914, p. 32. 
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pressure whenever it seems necessary to spur up committee action. 
This prevents congestion of the calendars from the reporting of 
numerous bills late in the legislative session. 

Conference Committees . — Conference committees, a product of 
the bicameral legislative system, are the means finally employed by 
a legislative body when its two houses cannot otherwise reach an 
agreement upon the contents of bills or amendments thereto. For 
example, one house of a state legislature may pass an appropriation 
bill which, when sent to the other house, is so amended as to be 
unsatisfactory to the house first passing it; thereupon a conference 
committee, made up of two or three members from each house, is 
appointed to adjust the differences in the bill. This committee cus- 
tomarily meets behind closed doors to do its work and no record is 
kept of its acts. When it has reported to the two houses, they must 
either accept without amendment or reject in to to its proposals. If 
rejected, another conference committee is appointed and the same 
procedure is gone through again. 

Frequent use is made of the conference committee in Congress 
and in most of the state legislatures. When an appropriation bill 
is passed by the Senate that differs from that passed by the House 
(and this is nearly always the case) a conference committee is usu- 
ally named. The conferees are chosen in each case from the mem- 
bers of the subcommittees which had charge of the bill and are 
appointed by the presiding officers of the two houses. Nothing in 
the bill can be changed by the conferees except where there is a 
disagreement between the two houses and no new matter can be 
added. For example, where two amounts are specified in the bill 
for the same object after it has passed the two houses, the conferees 
may agree upon a figure which is not smaller than the lower nor 
larger than the upper amount. Although the conferees may see an 
opportunity for bettering the bill, they cannot insert any matter in 
it which is not committed to them by one or the other of the houses. 
If this is done, a point of order can be raised against the conference 
report when it is submitted in either house. When a conference 
report is rejected by either house, more conferences are held until 
an agreement is finally reached which is acceptable to both houses. 

The rules governing conference committees in state legislatures 
are less rigid in most cases than are the congressional rules. Con- 
ferees in state legislatures sometimes take the opportunity to make 
extensive changes in the bills which they are appointed to adjust. 
It has even been claimed that the conference committee is used by 
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the leaders in some state legislatures as a device for the easy exercise 
of machine control. 

Experience seems to show that the conference committee is not 
a satisfactory agent for settling differences of opinion over the 
budget bills. It is largely autocratic in its powers, particularly in 
some of the states. But can it be avoided so long as w’-e have bi- 
cameral legislative bodies? Obviously, no. Perhaps the wide use 
of joint standing committees in the state legislatures would, to 
some extent, reduce the need for it. 

Restrictions on Legislative Action . — The restrictions placed by 
several of our governmental units upon the action which the legis- 
lative body may take with respect to the budget are of two kinds : 
(i) those on increasing the items in the regular budget (appropri- 
ation) bill or bills recommended by the budget making authority, 
and (2) those on the passage of special or member appropriation 
bills. These restrictions have been developed both from theory and 
experience. They are an attempt, in the first place, to transplant 
in this country an important phase of the English budget system, at 
least, the theory upon which it works, and, in the second place, to 
offset certain notorious practices which have grown up in the han- 
dling of special appropriation bills by our legislative bodies. This 
will become more apparent in the discussion which follows. 

In our local governments, restrictions on the powers of the legis- 
lative body to increase expenditure items in the budget date back 
about thirty years, or practically to the beginning of the budgetary 
movement in this country. The greater New York City charter, as 
adopted in 1897 and revised in 1901, contains a provision which 
forbids the board of aldermen adding to the items of the appro- 
priation ordinance when adopting the budget; it may only reduce 
these items, in which case its action is subject to veto by the 
mayor. The Baltimore city charter, adopted about 1904, provides 
that the city council cannot increase the amounts fixed by the 
board of estimates in the appropriation ordinance or add any new 
item thereto. In 1909 Boston adopted a new charter which contains 
the following provision : ^‘The city council may reduce or reject any 
item, but without the approval of the mayor shall not increase any 
item in, nor the total of a budget, nor add any item thereto, nor 
shall it originate a budget.’’ Later, substantially this provision was 
made applicable by general law to all cities in the state of Massa- 
chusetts. These restrictions, however, have not been widely applied 
in local government, the cases cited above constituting about the 
extent of their application. 
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When the budget movement got under v^ay in our state govern- 
ments, there was much discussion on limiting the action of the 
legislature with respect to the appropriations proposed by the budget 
making authority. Certain budget advocates contended that it was 
impossible to have a real executive budget system without some 
such limitations being enforced. This matter was discussed pro 
and con in the debates of the New York state constitutional conven- 
tion of 1915, and finally a provision was inserted in the proposed 
constitution which forbade the legislature altering the governor's 
appropriation proposals, except to strike out or reduce items therein. 
This constitution, however, was defeated when submitted to a 
vote of the people of the state. Attention was next directed to this 
subject in framing the Maryland constitutional amendment for 
the establishment of an executive budget system in that state. A 
special commission headed by Frank J. Goodnow, president of Johns 
Hopkins University and formerly a member of President Taft's 
Economy and Efficiency Commission, was appointed by Governor 
Harrington to draft the text of this amendment, which was adopted 
by the people of the state in November, 1916. The amendment 
limits the legislature to striking out or reducing the items contained 
in the governor's budget (appropriation) bill, except in the case of 
appropriations for its own uses which it may either increase or 
diminish, or those of the judiciary which it may only increase. 
^This limitation," said the commission in its report accompanying 
the amendment, ^^is fundamental in our judgment to a sound budget 
system. It has its counterpart in budget systems of governments 
most advanced, in their fiscal management." The Maryland provi- 
sion was copied into the West Virginia budget amendment which 
was adopted in 1918.^ Substantially the same provision was in- 
serted in the budget laws of Nevada, New Mexico, and Utah, but 
later eliminated. This provision was included in the Indiana pro- 
posed budget amendment which failed to pass the legislature a second 
time in 1921, largely on account of the restrictions which it imposed. 
The executive budget amendment adopted by the people of New 
York state in November, 1927, contains a modified form of this 
provision, which reads as follows : 'The legislature may not alter an 
appropriation bill submitted by the governor except to strike out or 
reduce items therein, but it may add thereto items of appropriation 
provided that such additions are stated separately and distinctly from 

""The West Virginia amendment, however, did not provide for a budget formu- 
lated by the governor, but constituted the board of public works as the budget 
making authority. 
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the original items of the bill and refer each to a single object or 
purpose; none of the restrictions of this provision, however, shall 
apply to appropriations for the legislature or the judiciary/' This 
modification, allowing the legislature to add separate items which 
are subject to veto by the governor, is largely the result of the 
experience in Maryland and West Virginia. As to how this modified 
limitation on legislative action will work out in New York is still 
somewhat problematical. To make it at all effective presupposes 
the continuation of the practice of setting up highly detailed items 
in the governor's appropriation bills. The experience in Maryland 
and West Virginia has not been very satisfactory. In fact, West 
Virginia has sought to change its constitutional amendment in this 
and other respects. In Maryland, the legislature has at times found 
a way around the restrictions placed upon it in amending upward 
the governor's budget bill by persuading the governor to submit 
supplementary proposals, which he has a right to do at any time 
before the budget bill is finally passed. 

The experience of these states seems to indicate that the executive 
in this country cannot be made responsible for both the formulation 
and the determination of the budget, as is the case under the English 
budget system. This is especially true of our national and state 
governments which are organized on the basis of a separation of 
executive and legislative powers. In the budgetary procedure which 
we adopt, we cannot do otherwise than recognize this distinction, 
unless and until we are prepared to change our political system. 
Under this system the formulation of the budget is an executive 
function, but the determination of it is essentially a legislative func- 
tion. This distinction is recognized in the national budget act, 
which was adopted in 1921. Congress retains under this act the 
full power which it has always had of changing in any manner it 
may see fit the budgetary proposals of the President. So far 
(1928), Congress has regarded the President's budget as setting 
the maximum requirements of the national government, and in no 
year has it exceeded in the aggregate the executive proposals, al- 
though at various times it has considerably changed the recom- 
mendations made for certain of the departments and agencies.^ 

Limitations on the action of the legislative body, such as we have 
discussed above, are after all not the essential feature of an execu- 
tive budget system in this country. Of much more importance is 
the authority of the executive effectively to administer the budget 

^In 1929 Congress did exceed the Presidents total expenditure recommenda- 
tions contained in the budget for 1930 by more than $8,000,000. 
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plan after it has been determined by the legislative body. With 
such authority, if the appropriations are increased by legislative 
action beyond the needs of the spending agencies, the executive can 
control their expenditure and see that the excess remains in the 
treasury surplus. Besides, the legislative body is not likely to over- 
step the proper bounds in appropriating funds if it has before it 
a clear-cut financial plan prepared by the executive. The authority 
then to formulate and to execute the budget constitutes the essence 
of the executive budget under our governmental system. The power 
to determine and to authorize the budgetary requirements is and 
remains legislative so long as we cling to the present system, and 
it ought to be exercised without any hampering restrictions on the 
part of the executive. 

What we have just said applies to the handling of the executive 
budget proposals by the legislative body as a whole. The power of 
the individual members of the legislative body to propose special 
appropriation bills with no regard for the budget plan is quite 
another thing. That such power should be restricted there seems 
to be little doubt, if we are to judge from the experience of some 
of our governmental units. It has been much abused by many 
state legislatures in the past ; large ^^pork’’ appropriations and general 
treasury deficits have resulted from the free and unrestrained exer- 
cise of this power. Scores of special appropriation bills have been 
introduced at a single legislative session by various members, ex- 
amined in a most cursory way by the committees to which they 
were referred, recommended for passage, and perhaps rushed 
through on the last day of the session under cover of the generally 
prevailing confusion. If not caught by the governor's veto, they 
became charges on the state treasury. Congress, too, has had some 
rather unsavory experience in this regard. Literally hundreds of 
member bills, demanding appropriations for such things as river 
and harbor improvements, public buildings, and pensions, have been 
combined by committees into omnibus appropriation bills, totaling 
millions of dollars. These have been duly passed by Congress and 
escaped the President's veto, although characterized at one time 
by the fiery senator from South Carolina, Benjamin Tillman, as 
'‘a humbug and a steal" But he added, 'Tf you are going to steal, 
let us divide it out, and not go on complaining." 

Restricting legislators with reference to the introduction of spe- 
cial appropriation bills is something that might have been provided 
by the state legislatures themselves through the adoption of Gertain 
rules. But this they failed to do, so we now have constitutional pro- 
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visions limiting the power of the legislature with respect to such 
bills in several states, notably Maryland, California, Massachusetts, 
and New York. These provisions generally require that the appro- 
priations bill or bills recommended by the governor must be finally 
acted on by both houses of the legislature before any other appro- 
priations are considered. In Maryland, these latter appropriations 
must each be embodied in a separate bill, limited to a single work, 
object, or purpose therein stated; each such bill must carry a tax, 
either direct or indirect, to finance the total amount of the appropri- 
ation; it must be passed by a vote of the majority of the whole 
number of members elected in each house and the yeas and nays 
recorded on final passage; and it must be approved by the governor, 
who has the authority to veto it, if he chooses. The West Virginia 
budget amendment, which was largely copied from that of Mary- 
land, contains similar pi'ovisions, except that each special appropri- 
ation bill is not required to carry a tax when it appears that the 
anticipated surplus in the budget will be sufficient to cover the appro- 
priation contained in the bill.^ The California budget amendment 
requires each appropriation bill to be for a single and certain purpose 
therein expressed, and when passed by the legislature it must be 
approved by the governor at which time he may veto it in part or 
as a whole. In Massachusetts, all special appropriation bills must 
provide the specific means of defraying the appropriations contained 
in them ; when enacted, they must be submitted to the governor, who 
may disapprove or reduce items or parts of items in any such bill. 
Under the New York budget amendment, appropriations in addi- 
tion to the governor’s recommendations must be made in separate 
bills, each for a single work or object, and are subject to executive 
approval before they become law. The Nebraska constitution re- 
quires all appropriations made in excess of the governor’s budget 
recommendations to be passed by a three-fifths vote of each house 
of the legislature, and when so passed they are not subject to execu- 
tive veto. These constitutional restrictions on special appropriation 
bills may be briefly summarized as follows: (i) such bills cannot 
be considered until the governor’s budgetary proposals are passed ; 
( 2 ) they must each be for a single work or purpose ; ( 3 ) they must 
each provide the means for financing the appropriations contained 
in them; (4) they must be passed by a vote of more than a majority 

^ The budget in West Virginia, however, is not formulated by the governor, 
but by the board of public works consisting of the governor and six other elec- 
tive officials. The governor, therefore, has only limited authority, except in 
disapproving special appropriation bills, which he rarely does. 



LEGISLATIVE ACTION ON THE BUDGET 40 

of the legislature ; and (5) they must receive the approval of the 

governor. 

In judging the effectiveness of the foregoing provisions, we may 
take the experience of Maryland since the budget amendment W'as 
passed in 1916. At the legislative session just prior to the passage 
of this amendment, thirty-five or forty special appropriation bills 
had been passed and approved by the governor. This same thing 
had happened at several previous sessions, until there was a deficit 
in the state treasury of about a million and a half dollars. The 
1918 legislature, acting under the provisions of the budget amend- 
ment, passed only seven special appropriation bills, two of which 
were duplicates of two others and were for that reason vetoed by 
the governor, another was also vetoed, and still another was reduced 
by half. The four bills approved by the governor carried appropri- 
ations aggregating about $19,000.^ The 1920 legislature enacted 
six special appropriation bills, all of which were vetoed. The gov- 
ernor also vetoed sixty-four highway bills which sought to impose 
future obligations on the treasury. The 1922 legislature enacted 
one special appropriation bill, carrying $1,500, which was approved 
by the governor. A bill appropriating $1,000,000 for the construc- 
tion of a highway connecting the city of Baltimore with southern 
Maryland was also passed and approved ; it was financed by bonds 
and provided a tax levy for redemption purposes. The 1924 legis- 
lature passed a bill providing $25,000 for each of three years, or 
until the legislature met again, for the relief of disabled soldiers. 
It provided the revenue necessary to finance the appropriation by a 
small general property tax. The governor approved it. The 1927 
legislature passed a bill providing $150,000 for improvements to 
the state armories to be financed by a bond issue. This bill was 
approved by the governor. It is apparent from this experience that 
the evil of special appropriation bills has been reduced almost to the 
vanishing point in Maryland under the provisions of the budget 
amendment. That this could have been accomplished by other 
means, such as legislative rules properly observed, is quite possible. 
But the fact remains that some restrictions on member appropriation 
bills were necessary and that these restrictions had to be rather 
drastic to cure the condition which had developed in Maryland. 

In the other states, which we have mentioned above, notably 
Massachusetts, the effect of the constitutional limitations on special 

^The seven bills passed by the legislature appropriated unexpended funds then 
in the state treasury and, upon a ruling by the attorney general, were not in con- 
flict with the provisions of the budget amendment. 
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appropriation bills has been quite salutary. These limitations have 
served to prevent legislative disregard of the budget plan, which 
after all is the important thing. 

Congress has attempted to meet this problem of special appropri- 
ation bills in another way. It has redefined through legislative rules 
and regulations the authority of its standing committees in recom- 
mending appropriations. We have already discussed the consolida- 
tion, which took place at the time the national budget law was 
passed, of the various committees handling appropriations into a 
single committee on appropriations in each house. The legislative 
rules now require that all appropriation bills must be referred to 
the committees on appropriations, the other committees being forbid- 
den to insert clauses providing for the appropriation of funds in the 
bills reported by them. The result is that all member appropriation 
bills go to one committee in each house. This committee has the 
authority to include such of the member proposals as it sees fit 
in its recommendations to the house, but in so doing it is supposed 
to keep in mind the financial condition of the treasury which is 
set forth in the President’s budget. Thus the miscellaneous pro- 
posals for appropriations are in a way related to the budget plan. 
This would not have been possible under the old legislative procedure, 
when the various committees on general legislation had control not 
only over the authorization of projects but also over the appropria- 
tion of money to carry them out. 

Recent experience indicates that the new procedure which has 
been inaugurated by Congress for handling member proposals for 
appropriations is a large improvement over the old methods. Never- 
theless, local, as opposed to general, interests still persist and many 
projects of doubtful value are still authorized and undertaken. 
Apparently, further steps need to be taken. A promising advance 
has very recently been made in the direction of preparing a compre- 
hensive plan of public building construction under the direction of 
the Secretary of the Treasury and the Postmaster General. Once 
such a plan is adopted, the matter of public building needs would 
no longer be left to the initiative of individual members of Congress. 
Of course, there will still be other "^pork barrel” measures, such as 
pension bills. It was just such measures that made it necessary for 
President Coolidge to veto the Bursum omnibus pension bill. He 
took this action on the ground that adequate provisions had been 
made in the budget for taking care of all necessary pensions. In 
order to be able to meet such a situation in a more effective way, it 
has been suggested that the President be given the power to veto 
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items in an appropriation bill without, as is now the case, having 
to disapprove the whole measure. 

The Executive Veto of Budget Bills . — e have already indicated 
in the preceding discussion that the executive veto may be an impor- 
tant factor in the final enactment of the budget bills. Executive 
approval of these bills is generally required in the national and 
state governments and in those cities with the mayor-council form 
of government. In other words, the bills do not become laws until 
signed by the executive, or until after a certain period elapses with- 
out action by the executive, assuming that the legislative body is 
still in session. There are, however, a few exceptions to this state- 
ment which will be noted later. 

The authority vested in the executive to approve the budget bills 
usually carries with it the power of veto. But there are varying 
degrees in the exercise of this power. In the veto of appropriation 
bills, for example, the President does not have the item veto; he 
must either approve or veto in toto each bill. He cannot remove 
what he deems to be improper items and approve the remainder of 
an appropriation bill. In the constitution of the short-lived Con- 
federacy established in 1861 there was a provision which permitted 
the executive to veto any particular item or items in the appropria- 
tion bill. This provision was thought to be an improvement over 
the federal requirement, although the collapse of the Confederacy 
prevented it from being tested under normal conditions. Just the 
san|e, the idea spread to the several states ; a large number of them 
soon provided that the governor might exercise the item veto in 
the approval of appropriation measures.^ No sooner had the gov- 
ernor started to use the item veto than the legislature began to make 
lump sum appropriations, thus making it very difficult for him to 
exercise this power. In Pennsylvania as early as 1885, the governor, 
without specific constitutional authority, began to reduce appropria- 
ation items with a view to checking what he regarded as improper 
itemization by the legislature. The state supreme court upheld this 
practice in 1901,^ and thereafter it was used on a large scale. The 
governors of about a dozen other states attempted to reduce appro- 
priation items, but the courts, in the absence of specific constitutional 
authority, generally held such action void. 

When the state budgetary movement got under way, some leading 
budget advocates proposed that the governor should initiate the 

^ At the present time, more than three-fourths of the states permit the governor 
to use the item veto. 

^See Commonwealth vs. Barnett, 199 Penn. 161. 
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expenditure requirements and that these, in the main, should not be 
subject to upward revision by the legislature. Since the legislature 
might only reduce or eliminate items in the governor's recommenda- 
tions for appropriations, the executive veto was considered useless. 
It was to be used, if at all, in taking action on appropriation bills 
initiated and passed by the legislature in addition to the governor’s 
recommendations. This proposal for a limited veto power found 
expression in the budgetary provisions of the New York constitution 
of 191 5 which was defeated at the polls. It was, however, embodied 
. in the Maryland budget amendment which was adopted in 1916. A 
few other states have embodied the same idea in constitutional 
amendments. 

But the recent development of state budgetary procedure cannot 
be said to be in the direction of restricting the executive veto. While 
the budget amendments of Maryland, West Virginia and Nebraska 
specifically curtail the scope of the item veto, those of Massachu- 
setts and California really enlarge it. In the latter states the gov- 
ernor has been given the power to reduce as well as to eliminate 
items in the appropriation bills. The New York budget amendment 
adopted in 1927 differs somewhat from the Maryland amendment 
in that it permits the legislature to add to the governor’s appropria- 
tion bill so long as the additions are stated separately and distinctly 
from the original items of the bill. The added items and the appro- 
priations of the legislature and the judiciary are subject to approval 
by the governor, while the remainder of the bill becomes law iiifiie- 
diately upon passage without further action by the governor.^ In 
more than thirty states which have statutory provisions for a budget 
system, the item veto as a constitutional power of the governor 
has not been changed by the adoption of the budgetary legislation, 
although it may be somewhat affected by practice. 

The legislative procedure usually has much to do with the effec- 
tiveness of the executive veto. In New York, for example, the 
governor has ten days in which to approve bills while the legislature 
is still in session, but he has thirty days after adjournment. By 
speeding up the passage of the appropriation bills so that the legis- 
lature would be in session as long as ten days after the last bill 
had been passed, it would be possible for it to take action on all 
of the governor's vetoes and perhaps to override them if it could 

^ In 1929, Governor Roosevelt, acting tinder this constitutional provision, vetoed 
items in the general appropriation bill, aggregating more than $54,000,000 or 
approximately a fifth of the total state btidget. The legislature thereupon repassed 
the items, some of which he again vetoed. The matter was carried to the state 
courts. See below, p. 476. 
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muster the requisite two thirds of the members elected to each house. 
But this is never the case in practice ; numerous special appropriation 
bills are usually passed during the last week and even the last day of 
the session. These bills then go to the governor who may sign 
them, vetoing certain items ; or he may leave them unsigned, which 
is equivalent to complete veto. His action is final in this case, rather 
than suspensive as in the case of the ten-day bills. Several other 
states have similar provisions. 

The degree of itemization in the appropriation bills also affects 
the item veto. If the appropriations are made in lump sum amounts, 
as we have suggested in another chapter of this book/ the item 
veto is practically useless. The only effective veto in this case would 
be one that would permit the executive to reduce as well as to 
eliminate items. 

If the budget system is to limit the action of the legislative body 
to reducing or eliminating items from the executive’s expenditure 
proposals, then the item veto seems unnecessary.^ In effect, such 
veto will then be exercised by the legislative body. But if this 
limitation is not to be imposed upon the action of the legislative 
body in passing on the appropriations proposed by the executive 
(we have already stated that, in our opinion, it should not, at least, 
so long as the present system of government is maintained), then 
there is need for the executive veto power. This power should be 
enlarged so as to permit the reduction as well as the elimination of 
itenp of appropriation, as has been done in the budget amendments 
of Massachusetts and California. The executive would then have 
adequate means for defending his expenditure recommendations 
against legislative increases. Responsibility for any increase which 
the legislative body might make by overriding the executive veto 
would rest squarely upon that body and not upon the executive. 

There is another type of veto which we should mention in this 
connection. It is not the veto by the executive of a governmental 
unit over the budget measures passed by the legislative body of the 
same unit, but the veto of these measures by superior governmental 
authority. This occurs in several states, notably Indiana, Iowa and 
New Mexico, where state officials exercise certain control over local 
budgeting. In Indiana the state tax commission has authority to 

^ See above, pp. 144-146. 

® In New York City, however, where the board of aldermen can only reduce 
or strike out items in the appropriation bill as presented to it by the board of 
estimate and apportionment, the mayor has the authority to veto the action of 
the board of aldermen and restore the items. This leaves the board of aldermen 
practically powerless with respect to the fixing of appropriations for city purposes. 
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reduce any local budget after a hearing, upon application of ten tax- 
payers, in the governmental jurisdiction to which the budget applies. 
The Iowa state director of the budget may take similar action with 
respect to any local budget. In New Mexico the state tax commis- 
sion is given the power to increase or reduce the budget of any local 
government, its authority being final. Such action is, in effect, a 
veto of the decisions of the local governmental authorities. When 
viewed in this light, it seems quite drastic ; but perhaps drastic action 
is required to remedy the abuses in budgeting which have grown 
up in the local governments of some states. 

Enactment of the Budget Bills After the Fiscal Period 
Begins.— While the general practice in this country is to enact the 
budget bills, especially the appropriation bills, before the beginning 
of the fiscal period to which they apply, this practice is not always 
followed. In several state governments, the fiscal period has been 
so arranged that the legislature meets in regular session following 
the beginning of this period.^ In such cases it is impossible to enact 
the budget bills prior to the opening of the fiscal period. The budget 
bills of a number of local governments are likewise not enacted 
before the beginning of the fiscal year to which they apply. The 
local legislative bodies usually meet often enough during the year to 
take care of this matter, but there are other reasons. Sometimes 
the budget is not presented until after the year prior to the budget 
year is finished in order that complete data may be available and the 
exact condition of the treasury at the opening of the budget year 
may be known. Sometimes the provisions of general state law with 
reference to local finances make it necessary for the local legislative 
bodies to enact the budget bills after the budget or fiscal year has 
opened. In some instances, the appropriation bills are enacted 
before the beginning of the fiscal year while the tax and revenue 
measures are enacted afterwards. 

So long as the budget plan has been determined upon, the enact- 
ment of the revenue measures after the beginning of the fiscal 
period is not a serious matter. The most that such procedure can 
do is to delay the collection of revenues and perhaps require tempo- 
rary borrowing to meet the current bills of the governmental unit. 
This is particularly true in local governments where a very large 
part of the revenue system rests upon laws or ordinances which are 
annually enacted. Where the revenue system of a government is 
based largely upon permanent legislation, this problem of delayed 

^ These states are Colorado, Massachusetts, Mississippi, Missouri, Nevada, Ore- 
gon, Ohio, Rhode Island, and South Carolina. 
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collections due to belated legislative action would naturally not exist, 
at least, to any appreciable extent 

A different situation, however, exists when the appropriation bills 
are not enacted before the opening of the fiscal period to which they 
apply. Indeed, it may be a very serious situation if means are not 
provided through wdiich, at least, the current costs of the govern- 
ment can be met during the interim between the opening of the fiscal 
period and the time when the appropriation acts become effective. 
This, of course, assumes that the appropriations are being made on 
the annual basis, as is the common practice in this country. Where 
continuing appropriations are in use, expenditures can be legally 
met during this interim so that deferred action on the part of the 
legislative body is not a serious problem. 

Methods of Meeting Current Expenses Before Appropriations are 
Enacted . — There are three methods of meeting the current operating 
expenses of the government in the interim between the beginning 
of the fiscal period and the time the appropriations for that period 
are enacted. These methods may be briefly stated as follows : ( i ) to 
hold up the payment of all bills pending the passage of the appropri- 
ations; (2) to continue to spend at the rate authorized for the pre- 
ceding year; and (3) to authorize temporary appropriations for 
the intervening period. 

The first of these is purely a negative method; it does not even 
attempt to meet the problem. This method more or less prevails 
in three states. In Mississippi, the state auditor, in the absence of 
any legal provisions, holds up the payment of all bills, including 
salaries, until the legislature passes the appropriations for the biennial 
period. In 1926, for example, the general appropriations for the 
biennium, starting January i, were not enacted until March lO, 
For a space of more than two months, therefore, no salaries or 
current bills were paid. In Nevada much the same situation pre- 
vails, with the exception that most salaries, under constitutional 
and statutory provisions, can be paid out of the general fund. Other 
operating expenses must await payment until the appropriations 
for the biennium are made. This is usually more than two months ; 
for example, the general appropriation act for the biennium begin- 
ning January I, 1927, was not finally approved until March 18. 
The situation has become so serious that an amendment to the con- 
stitution changing the fiscal year from January i to July i has been 
proposed and is in the course of adoption. The state of Oregon 
is in a similar plight. The payment of all current bills is held up 
except in those departments which have continuing appropriations. 
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In cases of great urgency, the legislature may make emergency 
appropriations. Otherwise, a period of about two months elapses 
between the beginning of the biennium and the time the general 
appropriation bill is enacted. During this interval a large part of 
the state’s business goes on without any definite authorization to 
pay the operating expenses incurred; it could not be suspended 
without bringing chaos to the state government. 

The second method is a positive effort to meet this situation. 
It is employed by four states and by Chicago, Boston, and smaller 
cities of Massachusetts. In Massachusetts, Rhode Island and South 
Carolina there is a provision in the general law which allows the 
state departments and agencies to expend for operating purposes 
at the rate authorized by the appropriations for the preceding year 
until such time as the legislature makes the appropriations for the 
current year. This provision may apply indefinitely in Massachu- 
setts, but in Rhode Island and South Carolina there is a time limit 
of three months after the opening of the fiscal year, the legislature 
being expected to pass the general appropriations sometime within 
the first quarter of the fiscal year. As a rule, it is about four 
months after the beginning of the fiscal year before the general 
appropriation bill is passed by the Massachusetts legislature. Fre- 
quently, it is more than three months after the opening of the fiscal 
year before the legislature of Rhode Island or of South Carolina 
passes the general appropriation bill. However, this bill is usually 
enacted before the end of the fourth month so that the current 
expenses for that month can be met at the end of it. In Missouri, 
the practice is for the legislature, directly after the opening of the 
session, to authorize the state departments and agencies by concur- 
rent resolution to make expenditures on the same basis as the appro- 
priations of the preceding year.^ The current expenses are taken 
care of in this way until the general appropriation bill is passed, 
which is usually about four months. The chief accounting or con- 
trolling officer of each of these state governments generally permits 
the departments and agencies to spend each month during the 
interim between the beginning of the fiscal period and the time the 
general appropriations are authorized approximately one twelftli of 
the preceding year’s appropriation. This apportionment, however, is 
not very rigidly enforced. In Rhode Island, for example, certain 

’•On rare occasions Congress has passed resolutions continuing existing appro- 
priations in force where there was a failure to pass any of the regular appropria- 
tion bills before the opening of the fiscal year. 
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institutions and agencies are allowed to spend each month as much 
as one tenth of the preceding year's appropriation, owing to increased 
activities during the winter months. In all cases, the general appro- 
priations, when enacted by the legislature, cover the entire fiscal 
year or biennium, including the expenditures which have been made 
during the interim. 

The fiscal year of the city of Chicago begins on January i, and 
the council does not usually pass the appropriation ordinance until 
about the end of January or even later. In the meantime, the current 
expenditures of the government are met on the basis of the appro- 
priations made for the preceding year. 

In the city of Boston, the fiscal year begins on January i, and the 
appropriations for this year are not made until about four months 
later. A state law, dating back to 1889, provides that each city 
department may expend prior to the authorization of appropria- 
tions '^one third the entire amount appropriated for the department 
for the previous year." Under normal conditions this would allow 
the department to function for approximately the first four months 
of the fiscal year. The city budget must, therefore, be passed on 
by the council and the appropriations made by May i of each year. 
In recent years, however, the state legislature's delay in fixing the 
annual tax limit for the city has prevented the mayor from submit- 
ting his budget to the council until about the middle of April. This 
has compelled the council to act on the budget in a very short time, 
considering the total amount of expenditures involved, and when 
the council has been unable to enact the appropriations before the 
statutory limit was reached the departments have had temporarily 
to suspend payrolls and to curtail their activities. The other cities in 
Massachusetts are governed by a provision of the general state law, 
which reads as follows : 

In the period after the expiration of any fiscal year and before the regular 
appropriations have been made by the city council, the city officers who 
are authorized to make expenditures may incur liabilities in carrying on 
the work of the several departments intrusted to them, and payments therefor 
shall be made from the treasury from any available funds therein, and 
charged against the next annual appropriation; provided, that the liabilities 
incurred during said interval do not exceed in any month the sums spent 
for similar purposes during any one month of the preceding year; and 
provided, further, that said officers may expend in any one month for any 
new officer or board lawfully created an amount not exceeding one twelfth 
of the estimated cost for the current year. All interest and debt falling 
due in said interval shall be paid.^ ^ 

^ Section 34, chapter 44 of the general laws of Massachusetts. 
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The third method is likewise a positive effort to meet the situa- 
tion growing out o£ the failure to enact the annual appropriations 
until after the fiscal period has begun. This method is used by two 
states and the various local governments in the state of Ohio. In 
Colorado, the legislature makes a temporary authorization to cover 
operating expenses for the period between the beginning of the fiscal 
year on December i and the time when the general appropriations 
are passed. This temporary authorization is known as the ^‘general 
short appropriation act,'' and covers the months of December, Jan- 
uary, February, and March, or one third of the first fiscal year of 
the biennium. This act contains one third of the regular salaries 
for the first year and approximately one third of the other current 
expenses, as contained in the '"general long appropriation act," which 
is passed later. The short appropriation act is usually approved 
about the first of February, or appi'oximately two months after the 
fiscal year has begun. During this intervening period, the state 
departments and agencies have no definite appropriations upon which 
to operate ; furthermore, they must always lack such appi'Opriations 
for more than one month, since the legislature does not meet until 
early in January. This hiatus in expenditure authorizations, it is 
true, occurs only once in every two years, but this would seem to be 
quite often enough. The payment of all current bills is held up 
until the short appropriation act is passed. The general long appro- 
priation act is usually passed by the legislature before the close of 
the four-months period. This act covers the whole biennium less the 
amounts already appropriated in the short appropriation act. As 
soon as it becomes effective the short appropriation act ceases to 
apply. It sometimes happens that the long appropriation act does 
not become effective for more than a month after the other one has 
expired. This was the case in 1927 when the long appropriation 
act was approved by the governor on May 2, thus producing another 
period of over a month during which the current expenses could 
not be legally met. This very unsatisfactory situation has led the 
governor to propose a fiscal year for the state government which 
would begin on July i instead of December i, thus removing the 
necessity for the procedure now followed. To date (January, 
1929), no action has been taken by the legislature on this proposal 
At the beginning of 1928 the date of opening the fiscal year of 
Ohio was changed from July i to January i, thus necessitating the 
passage of the appropriations after the year has begun. In order 
to meet this situation a provision was inserted in the law requiring 
the legislature immediately after convening in regular session to pass 
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one or more ^‘interim appi’opriation acts,” authorizing the amounts 
necessary to be expended until the general appropriation act should 
take effect. These interim acts are to provide for the operating 
expenditures of three or four months, so as to give the legislature 
plenty of time to act on the regular appropriations.^ 

The Ohio law which changed the fiscal year of the state govern- 
ment also made the fiscal year of all local governments within that 
state cover a corresponding period. While it is possible for the local 
legislative bodies to pass the annual appropriation measure before 
the fiscal year opens on January i, they are not required to do so 
by law. In case they do not pass this measure in advance, they 
may pass a ‘'temporary appropriation measure” to meet the ordi- 
nary expenses of the governmental unit until a date not later than 
April I. The appropriations in this temporary measure are charge- 
able against the appropriations in the annual measure when passed. 

What can be said respecting the comparative effectiveness of the 
second and third methods? Under the second method, no definite 
authorizations to spend are made by the legislative body. The 
expenditures that may be incurred during the interim depend upon 
the amount of the preceding year's appropriation and to some extent 
upon the rate of expenditure during that year. The question of 
what expenditures can be legally met during the intervening period, 
is left to the judgment of the chief accounting or controlling officer 
of the governmental unit. The spending agencies may insist upon 
the payment of bills which should be carried over until the appropri- 
ations have been made. In this way it is possible for abuses to creep 
in, unless the practice has become well established as appears to be 
the case in Massachusetts. Perhaps this method is weakest in that 
it permits expenditures to be made upon the basis of the past year's 
budget rather than according to the budget plan which has been 
proposed for the year in progress. After expenditures have been 
made on such basis for three or four months, only three fourths or 
two thirds of the year remains to which the proposed budget can be 
applied. 

Under the third method, definite appropriations are made by the 
legislative body to cover the intervening period. These appropria- 
tions are usually based upon the budget of the year in progress; in 
other words, they are part of the plan of expenditure which will 

^The 1929 session of the Ohio legislature passed an interim appropriation bill 
within two weeks after convening; This bill was prepared on the basis of the 
appropriations for operating* expenses for the first six months of the fiscal year, 
it being assumed that the legislature would enact the regular appropriation bill 
before six months of the biennium had elapsed. 
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later be authorized in its entirety. The main drawback to this 
method in American practice has been the fact that the interim 
appropriations are sometimes not made until after the fiscal year is 
in progress. This is avoided in English practice by the authoriza- 
tion of “votes on account.” The fiscal year begins on April i, but 
Parliament does not enact the regular appropriation bill until some 
months later. In order to meet this situation an act, known as the 
“Consolidated Fund (No. i) Act,” is passed a short time, perhaps 
only a day, before the fiscal year begins. This act contains the votes 
on account to meet the expenditures of the government for a definite 
period, usually four or five months, or until such time as Parliament 
has enacted the regular appropriation bill, which is called the “Ap- 
propriation Act.” The votes on account are based upon the budget 
estimates for the year to be provided for, but they do not include 
any new services.^ 

Some will doubtless say that continuing appropriations are the 
answer to this problem, since the difficulty arises mainly from 
the annual basis of appropriating. Undoubtedly, continuing appro- 
priations do meet the problem, but at the same time they have 
numerous disadvantages which the writer believes make them un- 
desirable from the budgetary standpoint.^ The real solution is to 
adjust the time of taking action on the budget to the fiscal year, or 
vice versa, so that the appropriations will be enacted before the year 
begins. 

Failure to Vote the Budget Bills. — ^When the government is 
financed on an annual basis, failure on the part of the legislative 
body to vote the budget bills is a serious matter. Taxes remain 
unlevied for the support of the government and appropriations 
unauthorized for its operating expenses. This practically means 
the cessation of governmental activities. 

A large part of our governmental revenue, as we have pointed 
out in a preceding chapter, is provided for by permanent legislation. 
Only the local governments find it necessary to levy a considerable 
part of their income each year, since they depend to a large extent 
on annual property taxes. Failure of the legislative body to pass 
the revenue proposals in any one year would not therefore greatly 
affect the income side of the budget of any of the governmental 

^The dousiemes provisoires employed in France and Belgium are similar to 
the English votes on account. Stourm feels that in France iht do^isihnes pro- 
visoires are wholly the result of parliamentary disorder, or failure to pass the 
budget at the proper time. In Belgium, however, they seem to be part of the 
normal budgetary procedure. 

" See above, pp. 122-127. 
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units, except the local governments. Even in the local governments 
a failure of this kind is such a rare occurrence that very few pro- 
visions for meeting it are to be found. One example may be cited 
from the Philadelphia charter adopted in 1919. This provision 
reads: 'Tf the council shall fail to fix a tax rate on or before the 
fifteenth day of December of any year, the rate for the current year 
shall be the rate for the ensuing year as if that rate had been fixed 
by the council in accordance with this act. . . 

On the expenditure side of the budget, however, the situation is 
quite different, since it is the common practice to support the various 
governmental units by annual rather than continuing appropriations. 
This requires the voting of appropriation bills at regular intervals, 
usually one or two years apart. What is to be done if the legis- 
lative body of a governmental unit for some reason or other fails to 
authorize the appropriations at the proper time ? This has happened 
a few times in the case of the national government when Congress, 
due to a deadlock between the two houses or with the President, has 
failed to pass certain of the regular appropriation bills. In such 
event, Congress has immediately before adjournment passed a joint 
resolution extending the authorizations of the existing appropria- 
tion acts. 

Failure to pass the regular appropriations has occurred several 
times in some of our state and territorial governments. This has 
been the result mainly of deadlocks and filibustering in the legisla- 
ture. To meet this situation, the Kentucky state budget law provides 
that in the event the legislature fails or refuses to make appropria- 
tions for the ensuing biennium, then the appropriations of the pre- 
ceding year for each of the state spending agencies shall continue 
until changed by the legislature. Rhode Island has another device 
by which the appropriations recommended in the budget are vali- 
dated, rather than those of the previous year, in case the legislature 
fails to act. In that state, if the annual appropriation bill, prepared 
by the commissioner of finance under the direction of the governor, 
is not approved by the legislature before April 15, the commissioner 
of finance is required to transmit certified copies of this bill to the 
state treasurer and the state auditor and these officers are authorized 
to make expenditures according to the provisions therein contained. 
Should the legislature at any subsequent time take up and pass the 
appropriation bill, its provisions, upon approval by the governor, 
supersede those of the certified copy of the bill. In other words, in 
the event the legislature fails to take action on the appropriation 
bill, the annual appropriations for the support of the state govern- 
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merit are, in effect, not only formulated but determined by the 
executive. This is, to say the least of it, a novel position for the 
executive to assume in American budgetary practice. 

In Porto Rico a few years ago the territorial legislature dead- 
locked and adjourned without passing the general appropriation bill. 
The governor of the island thereupon appealed to Congress, which 
happened to be in session, and an act was passed which gave the 
governor authority to spend from the insular treasury an amount 
equal to the total appropriations of the year preceding the one to 
which the unpassed bill applied. In order to prevent this situation 
from recurring, the law establishing the insular government was 
amended so as to provide that in case the general appropriation bill 
was not passed amounts equal to the appropriations for the current 
year should be deemed to be appropriated. A similar provision, 
which has been invoked on more than one occasion, is to be found 
in the law establishing the government of the Philippines. 

Some cases have arisen in local governments where the expendi- 
ture of funds was tied up for several weeks or months on account 
of the failure of the legislative bodies to pass the appropriations. 
This has usually happened in those local units that still attempt to 
preserve in their governmental organization the separation of execu- 
tive and legislative powers. To meet tliis situation, the ‘^Model 
Municipal Budget Law,'’ published by the National Municipal League 
in 1928, provides as follows: 

If at the termination of any fiscal year, the appropriations necessary for 
the support of the local government for the ensuing fiscal year shall not have 
been made, the several amounts appropriated in the last appropriation act 
or ordinance for the objects and purposes therein specified, so far as the same 
shall relate to the operation and maintenance expenses, shall be deemed to 
be reappropriated for the several objects and purposes specified in said last 
appropriation ordinance ; and until the appropriating body shall act in such 
behalf the treasurer or chief financial officer shall make the payments neces- 
sary for the support of the local government on the basis of the appropria- 
tions of the preceding fiscal year. 

Publicity Concerning the Budget as Adopted. — Immediately 
after the budget bills have been enacted either a representative of 
the legislative body or the executive should issue a statement set- 
ting forth the action that has been taken on the budget. This 
statement should present a summary of the budget as finally ap- 
proved through the passage of the budget bills, and it should 
compare this summary with the general budget summary in the 
document previously submitted to the legislative body by the budget 
making authority, showing the changes that have been made during 
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the process of discussion, revision, and approval. A written expla- 
nation of the increases and decreases which have been made either 
in the income side or the expenditure side of the original budget 
should accompany this statement. This explanation may be pre- 
pared by the chairman of the legislative committee handling the 
budget (where there is more than one such committee, one of the 
chairmen should be selected) or by the executive. This statement 
with the explanation should be published. The publication of such 
a statement is very desirable in connection with all state and local 
budgeting, particularly the latter. 

It has recently been the practice to issue a statement of this kind 
setting forth the action taken by Congress upon the President’s 
budgetary proposals. This statement is made at the close of the 
legislative session and is published in the Congressional Record} 
It is usually prepared by the chairman of the House Committee on 
Appropriations, although the chairman of the Senate Committee 
on Appropriations may make a supplementary statement and the 
floor leader of the minority party in the House may make a re- 
joinder. Only the expenditure side of the budget is discussed in 
this way, the statement showing in tabular form with explanatory 
text the increases and decreases which Congress has made in the 
expenditure proposals of the President 

Among the state governments, a noteworthy example of such a 
statement is the one that was presented annually by former Governor 
Smith of New York. It was called a ‘‘Report to the People of the 
State on Its Financial Condition.” It was prepared by the governor 
after the legislative session had ended and was handed to the lead- 
ing newspapers of the state. Several of these papers were accus- 
tomed to print the statement in its entirety (it was comparatively 
brief, covering about half a newspaper page) and to comment on it 
editorially.^ In this statement the governor discussed the appropri- 
ations made by the legislature for the forthcoming fiscal year begin- 
ning on July I, paying special attention to the increases or decreases 
over the appropriations of the current year. He also showed the 
income which was available to meet the proposed expenditures, set- 
ting this forth in very simple language which could be understood 
generally by the citizens of the state. 

Budget Exhibits . — The budget exhibit is a further means of stim- 

*See, for example, Congressional Record for March 12, I 927 > or June 7, 1928. 
Unfortunately, this statement was not issued for the session of Congress ending 
March 4 1929. 

^See, for example, The Nem York Times, June 8, 1928. 
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ulating public interest in the budget, aside from the various things 
which we have already referred to, such as public hearings and 
efforts to dramatize the legislative action on the budget. The idea 
of a budget exhibit originated with the New York Bureau of Munic- 
ipal Research, which held such an exhibit, largely on its own initia- 
tive, in connection with the preparation of the New York City 
budget for 1909. In 1910 the city authorities adopted the idea 
and prepared a budget exhibit, which was put on for a whole 
month at 330 Broadway (near the City Hall) during the fall of 
that year when the city budget was being prepared for the next 
year. The board of estimate and apportionment appropriated $25,- 
000 to finance the exhibit; it occupied about 45,000 square feet of 
floor space and had some 350 booths. It was somewhat on the 
order of a fair. More than a million people were said to have 
attended the exhibit. The leading newspapers both in and out of 
the city generally endorsed the idea. The exhibit was again put on 
by the city government in 1911. Comments from two of the local 
newspapers indicate the scope and value of what had then come to 
be called ''New York’s Annual Budget Exhibit.'^ The New York 
Evening Sun of October 2, 19 ii, said: 

The big show called the budget exhibit^ now on for a month at 330 Broad- 
way, should prove as interesting to the chance sightseer as to the taxpayer 
who is anxious to learn how the city spends his money. Admission is free 
to all. The theory of the show is that every department of the city govern- 
ment must justify in the eyes of the public as well as to experts its demand 
for a share of the aggregate ($200,000,000) which together they propose to 
spend. 

Upon entering the door the first thing that attracts the eye of the spec- 
tator is an array of massive golden cubes, occupying nearly the whole front 
of the building. They symbolize the taxpayersV money divided according 
to the claims of each department. The largest block is equal in volume to 
the sum of all the others. Its surface is marked off into tiny squares repre- 
senting units of $10,000. Beyond, overhead and in the basement are the 
spaces allotted to the various departments, containing exhibits designed by 
each to demonstrate its needs. In every instance this is so appealingly done 
that the meanest taxpayer looking thereon must feel impelled to relax his 
fist. ... 

' There are abundant features of interest in the exhibits of every depart- 
ment for the spectator to ferret out for himself. One of the liveliest features 
will be talks by various department heads in a special auditorium, who are 
ready to answer questions by all hecklers. 

The Brooklyn Eagle of October 2, 191 1, made this comment about 
the exhibit : 

The budget exhibit . . . is the second which the city has given and fol- 
lows the initial exhibit conducted by the Bureau of Municipal Research. 
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It has proved to be a valuable short cut in enabling citizens to keep track 
of the city government and to find out where the taxes go. With a population 
of 5,000,000 and a highly complex city administration eating up more than 
$180,000,000 yearly and with expenses rapidly growing, no citizen can 
keep thoroughly acquainted with municipal affairs and conduct his own 
business, too. The details of official reports, even as they are condensed 
in the newspapers, are too voluminous for any man except a specialist on the 
subject to carry the outline of them in his mind. The budget exhibit, with 
its maps, charts and tabulations, seeks to fix the main outlines of the work 
in the mind pictorially, thus creating a background of general intelligence 
against which the citizen can follow the daily affairs of his city in his 
newspaper. It serves the same clarifying purpose in following the city news 
that a map does in reading of the Italian-Turkish war. For this reason, the 
people who have seen the earlier budget exhibits will be sure to visit this 
one. Having found a short, if not royal, road to knowledge of the affairs 
of their city, they are not likely to abandon it. But the attendance should 
be twice or thrice as large as it has ever been. Widespread knowledge of 
public affairs is the only basis for intelligent municipal action, and the budget 
exhibit is the most effective agency for spreading knowledge. 

Despite the popularity of the budget exhibit, the New York City 
authorities have ceased to put on further exhibits. The idea, how- 
ever, spread to other cities, and budget exhibits were put on in 1913 
by Cincinnati, Ohio; Springfield, Massachusetts; Waterbury, Con- 
necticut; and Ossining, New York. These were on the order of 
the New York City exhibit, although not so elaborate. They con- 
sisted mainly of maps, charts, photographs, diagrams, placards, 
samples, models, and so forth, which told the story of where the 
city government got its money, how it spent its money, and what 
the citizens got in return. The Boston Herald referred to these 
exhibits as a ‘^great educational course in municipal economy which 
ought to be duplicated in every city.’’ But unfortunately they 
never became permanent institutions in any of these cities, having 
been put on only for a year or two during the budget making 
season.^ 

That there is great need at the present time for something in the 
nature of budget exhibits, particularly in the local governments, 
seems quite apparent. Of course, it is possible now for city author- 
ities to have motion picture films made of the more important de- 
partmental activities and to send these films around the city to be 
shown at the different picture theaters. A city budget might even 
be worked up into an interesting film through the exercise of a 
little artistic ability in the preparation of a series of animated pen 
pictures. The radio also has possibilities as a means of promoting 

^ The city of Gincinnati, however, revived its budget exhibit in 1928. See R. 
0 . Beckman, “Reporting a City’s AoXiviti&s ’[ Ptiblic Management, February, 1929. 
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civic cduGation in the budget. Several cities and even states now 
own and operate their own broadcasting stations and can therefore 
put on talks with reference to the budget and budgetary procedure. 
The state governments, likewise the national government, may also 
make use of motion pictures in setting forth their varied activkies 
and the expenditures which are required. Commercial exhibitions 
and shows may be taken advantage of to exhibit what the govern- 
ment is doing in certain fields. A booth is all that is needed in such 
cases; the people come to see the commercial end of the show and 
pause to look at the government’s exhibit. The writer has seen 
interesting exhibits of this kind put on at commercial shows by 
the United States Bureau of Standards and by the New York state 
department of labor. 




PART IV 

THE EXECUTION OF THE BUDGET 




CHAPTER XIV 


ORGANIZATION FOR EXECUTING THE BUDGET 

At this point, we turn to those phases of public budgeting which 
are essentially administrative in character. In the words of Rene 
Stourm, ‘'From the befogged atmosphere of the legislative body 
where the fiscal law is devised, we enter the calmer sphere of the 
administration/V This is the sphere in which the budget, as the 
financial plan of the government, is executed or carried out. Indeed, 
the execution of the budget is an administrative task; it cannot be 
satisfactorily performed except under the direction and supervision 
of the executive.^ To attempt to carry out the budget according to 
any other scheme means in the end a disjointed performance, a 
financial plan realized, if at all, in a patchwork manner. It cannot 
be otherwise when numerous governmental agencies are given a free 
hand in the execution of the budget without central administrative 
control. 

Since the task of carrying out the budget is necessarily an execu- 
tive function, what are the essential things which the executive 
should have at his command in order to perform this task ? They 
are (i) a modern and suitable administrative organization, and 
(2) up-to-date and effective devices and methods of administration. 
Below we shall discuss the administrative organization necessary to 
good budgeting. In the following chapters we shall outline the 
financial devices and methods which are essential to the execution 
of the budget. 

General Organization for Administering the Budget. — What 
is necessary in the way of general organization for the proper execu- 
tion of the budget? The first requisite is the centralization of 
executive authority with the establishment of definite lines of re- 

^ This is not a new idea in the United States, as some might think ; it is as 
old as th.t Federalist. Alexander Haimilton in No. 72 of that great document 
says : ‘‘The administration of government ... in its most usual and perhaps in 
its most precise signification . . .is limited to executive details, and falls peculiarly 
within the province of the executive department. The actual conduct of foreign 
negotiations, the preparatory plans of finance, the application and disbursement 
of the public money in conformity to the general appropriations of the legislature, 
the arrangement of the army and navy, the direction of the operations of war,— 
these, and other matters of a like nature, constitute what seems to be most 
properly understood by the administration of government,'’ 
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sponsibility in the administration. This can best be attained under 
our form of government through an integrated administrative sys- 
tem having at its head a single executive. The second requisite is 
the setting up of certain financial machinery as a part of this 
integrated system through which the executive can direct the fiscal 
affairs of the government and the legislative body can maintain a 
check on what the executive does. We shall discuss the financial 
machinery in the latter part of this chapter; for the present, let us 
confine our attention to the administrative organization in general. 

In adopting the budget system, the lawmakers of many of our 
state and local governments gave little or no thought to the position 
of the executive with respect to the various agencies of the admin- 
istration. This was particularly true in the state governments where 
these agencies were often arranged in a haphazard and disjointed 
fashion, their administrative officers, in many instances, not being 
even remotely under executive control or supervision. Still the 
budget system was expected to function perfectly under such an 
arrangement. Although the executive might prepare a satisfactory 
financial plan for the legislative body under these circumstances, he 
could not hope to be able to enforce the plan once it had been 
adopted. No wonder the budget system in many of these cases 
has been little more than a farce ; and we may expect it to continue 
so until real authority to execute the budget, supported by the proper 
kind of administrative organization, is vested in the executive. 

While many state and city governments have failed thus far to 
set up administrative organizations which meet these requirements, 
others have made real progress in this direction. City governments 
were the first to undertake administrative reorganization on an 
extensive scale. Several years later state governments followed suit. 

Reconstruction of City Government . — The movement to recon- 
struct city administration may be said to have started with the 
inauguration of the commission form of government in 1901, which 
was some time before budgetary methods were generally applied 
in this country. It was not, therefore, a conscious effort in the 
direction of installing these methods; rather it sprang from acci- 
dent— -the Galveston storm and inundation— and rapidly spread to 
other cities because of the crying need all over the United States 
for systematic and businesslike administration of municipal affairs. 
Within fifteen years approximately four hundred American cities 
adopted the commission form of government. During this time, 
many of those cities that retained the older mayor-council form 
completely remodeled it by centralizing the administrative depart- 
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ments and agencies under the mayor.^ In 1913 the manager form 
of government came into vogue; it soon displaced in many cities 
not only the original mayor-council form, but also the commission 
form and the centralized or strong mayor form of government. 
Today, it is spreading rapidly and bids fair to become the most 
popular form of city government in the United States. 

The commission form of government was in many respects a 
right about face in American organizational experience, although 
some regard it as being merely a return to colonial precedent. It 
broke with the long cherished idea of the separation of legislative 
and executive powers. It actually concentrated all legislative and 
administrative duties in the hands of a small body, usually five 
commissioners, elected at large by the voters of the city. From 
the standpoint of businesslike administration, the commission form 
of government had many points in its favor. It lodged authority 
and responsibility in a small group of men, who were constantly 
before the public eye; it systematized the administrative machinery 
of the city governnient, placing it under five departments (some- 
times three or seven) with a commissioner at the head of each 
department; it recognized, for the first time, the importance of 
the financial activities of the city government by unifying them 
under one of the major departments. 

But the commission form also had certain weaknesses which 
were clearly revealed after a couple of decades of experience with 
it. Perhaps the most serious one of these was the lack of centralized 
responsibility in the administration. Instead of one directing head 
there were really several, all the commissioners being equal in au- 
thority. Under this division of executive responsibility it was not 
only difficult to formulate the budget, but it was next to impossi- 
ble to execute the financial plan in a satisfactory manner. There 
was no effective supervision on the part of the commissioner in 
charge of the financial department. The other commissioners usu- 
ally refused to have the expenditure of funds in connection with 
their departmental work curtailed or supervised by an associate’s 
department. The general outcome of this was that each commis- 
sioner administered his department practically free of any control 
by the other commissioners. While the commission form of govern- 
ment had greatly simplified the machinery of the city admiiiistra- 

^In fact, this remodeling of the mayor-council form of city government began 
even before the advent of the commission form. By 1900 several cities had what 
was known as the “federal plan” of administrative organization. The notorious 
Tweed is reputed to have introduced this plan in New York City for a short 
period as early as 1870. 
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tion, it lacked a responsible head to direct the various city activities, 
to formulate the financial requirements in view of the needs of the 
city government as a whole, and to execute the budget, when adopted, 
through ’a comprehensive work program. Undoubtedly, this was 
one of the chief reasons for its rapid decline in popularity after 
1915. This decline was doubtless hastened by the fact that the 
budget system had by 1915 definitely passed out of the experimental 
stage in this country. 

The manager form of city government, as a later development, 
did what the commission form had failed to do, namely, it estab- 
lished unity in the administration. While both legislative and execu- 
tive powers remained vested in a small body of elective officials, 
commonly known as the council, the administrative powers and 
duties were delegated by the council to the m^ The manager 

was appointed by the council and removable at its pleasure. The 
whole, or a large part, of the city administration was placed directly 
under the manager. Although the departmental arrangement of the 
administration closely resembled that under the commission form, 
there was, as a matter of fact, more flexibility to the scheme of 
organization. The manager was usually permitted to regroup the 
activities along narrower functional lines, thus increasing the number 
of departments to six or seven, or even more. The arrangement of 
the financial functions under a single department was an important 
feature of the manager form. In many instances, this department 
was more effectively organized and placed in a more commanding 
position with respect to the other departments than it had been under 
the commission form. It was, therefore, better able to enforce the 
fiscal regulations of the manager, particularly in the execution of 
the budget. In brief, the manager form provided for the centraliza- 
tion of administrative responsibility, which is so necessary to the 
effective direction of the city’s business. It is largely for this reason 
that the manager form now enjoys such widespread popularity. 

Many cities, however, were unwilling to part with the old mayor- 
council form of government; they still retained faith in the separa- 
tion of powers idea. But they realized that something had to be done 
to systematize the old type of organization. This was accomplished 
through departmentalizing the administration and centralizing it 
under the direction of the mayor. This type of city organization, 
starting even before 1900, developed into what was later called the 
strong mayor plan. In the cities which adopted this plan, the mayor 
was in much the same position as the manager with reference to the 
administration; but there was this fundamental difference- — ^the 
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mayor was directly responsible to the voters rather than to the city 
council. The policy-determining and the policy-executing functions, 
therefore, remained separate and independent of each other. The 
departmental arrangement, however, under the strong mayor plan 
was practically the same as that under the manager plan, the finan- 
cial department occupying the key position under the mayor in the 
management of the city’s affairs. 

The commission, the manager, and the strong mayor forms repre- 
sent merely the three most important types of city organization 
which have developed in the United States during recent years. 
Variations of these types are to be found in many cities. In nearly 
every case, however, they are less effective than the true types. 
Several cities still cling to the old mayor-council form of govern- 
ment with its decentralized administration. This form is practically 
obsolete so far as budgetary control is concerned. 

The form of organization in the county governments is in general 
quite unsatisfactory from the standpoint of budgetary control. The 
administration is decentralized; it does not usually have even a 
nominal head. There is, however, some evidence in a few parts of 
the country of an effort to refashion the county administration and 
place it under a responsible officer. The trend seems to be in the 
direction of a county manager appointed by the legislative body or 
a county administrator elected by the voters. Either type would 
provide a satisfactory organization for the execution of the budget. 

Recent State Reorganimtion , — To understand something of the 
situation that existed in our different state governments when the 
recent movement for reorganization started, we must go back to 
the beginning of the last quarter of the nineteenth century. At 
that time every state had, as it now has, a bicameral legislature. 
The governor was elected by the people and stood in about the same 
relation to the legislature as the President did to Congress. But 
the relation of the governor to the state administration was quite 
different from that of the President to the national administration. 
The latter presided over a more or less centralized administration 
while the former did not. The heads of the more important admin- 
istrative departments of the state government were required by 
constitutional provisions to be elected by the voters, thus placing 
these officers on an equal footing with the governor as to the source 
of their authority. So far as managing the work of the state gov- 
ernment was concerned, the governor was only one of several admin- 
istrative officers. But the governor and these independent officers 
•constituted nothing more than the mere nuclei of the state admin- 
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istration which later developed. During the eighties and nineties 
and the first decade of the twentieth century, state administrative 
agencies rapidly multiplied until nearly every state government actu- 
ually had scores of them. The heads of some of these agencies 
were appointed by and responsible to the governor ; others were not, 
being appointed in various ways, more commonly by the legislature 
or by independent boards. By the end of the first decade of the 
twentieth century, each state government not only had numerous 
administrative agencies, often working at cross purposes with each 
other, but the majority of these agencies were largely, if not com- 
pletely, outside the control of the governor. 

This was the situation in 1912 when the movement for the 
adoption of the budget system in state governments got under way. 
Advocates of the budget system were quick to see that it could not 
be made fully effective in connection with the scrambled administra- 
tive organization which existed in most of the state governments. 
So the movement for state administrative reorganization was started. 
One of the first attempts at a thorough reconstruction of state 
administration was made by the New York constitutional conven- 
tion of 1915. In a study preparatory to the work of this convention, 
the New York Bureau of Municipal Research found that the 
administrative functions of the state government were scattered 
among more than one hundred and sixty offices, boards and agen- 
cies, and that these were constituted or appointed in at least sixteen 
different ways. The remedy proposed was to abolish these various 
offices, boards and agencies and to consolidate their functions into 
a few orderly departments under the direct control and supervision 
of the governor. This reorganization plan was embodied in the 
proposed constitution drafted by the convention. The constitution, 
however, was defeated at the polls, not on account of the plan but 
apparently for other reasons. Nevertheless, those advocating the 
movement for state reorganization continued with unabated zeal. 

Illinois had the distinction of adopting in 1917, under the leader- 
ship of Governor Lowden, the first comprehensive plan of admin- 
istrative consolidation. More than one hundred statutory admin- 
istrative agencies were abolished and their functions consolidated 
in nine departments with single heads appointed by and responsible 
to the governor. The work of each department was organized under 
a few divisions, each directed by a single officer responsible to the 
departmental head. Among the most important of the new depart- 
ments was the department of finance. It became the staff agency 
of the governor in financial management and the execution of the 
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budget. The Illinois plan was not as thorough-going as it might 
have been, owing to the fact that several constitutional officers with 
administrative duties remained undisturbed by the reorganization. 
However, the plan did place the governor in control of the statutory 
part of the administration and thus, to a very large extent, enabled 
him to direct the business of the state government. 

Very soon other states followed the example set by Illinois. In 
1919 Idaho and Nebraska adopted similar consolidation plans. Dur- 
ing the same year the Massachusetts administration was completely 
reorganized pursuant to a constitutional amendment adopted in No- 
vember, 1918. In 1921, both Ohio and Washington adopted plans 
similar to the Illinois plan, California also adopted a consolidation 
plan during this year, which was largely refashioned in 1927. Mary- 
land provided for a consolidation of its administrative agencies in 
1922. In 1923, Pennsylvania, Tennessee, and Vermont adopted 
administrative reorganization plans. Minnesota adopted a consoli- 
dation plan similar to that of Massachusetts in 1925, During the 
same year, South Dakota provided for a partial consolidation of 
its administrative agencies. New York made a thorough reorgani- 
zation of its administration on January i, 1927, which was pro- 
vided for through a constitutional amendment voted in November, 
1925. Virginia adopted a plan of consolidation in 1927, which 
included most of the administrative agencies.^ 

All the fifteen states mentioned above have adopted their reor- 
ganization plans by statutory means, except Massachusetts and New 
York. The constitutional officers and agencies, therefore, have been 
largely unaffected by the consolidations. Even in Massachusetts, the 
constitutional officers remain elective, although they are made heads 
of departments under the reorganized administration. The New 
York constitutional amendment, however, went further in the direc- 
tion of centralizing the administration. It abolished three inde- 
pendent elective officials, namely, the secretary of state, the state 
treasurer, and the state engineer. Among the administrative heads 
of departments only the attorney general and the state comptroller 
remained as constitutional elective officials like the governor. The 
administrative functions of the state government were consolidated 
into eighteen departments, fourteen of which were made directly 
responsible to the governor. The New York consolidation was the 
most far-reaching of all the state reorganization plans, although, as 

^For a detailed description of these state reorganization plans, see the writer’s 
pamphlet^ Administrative Consolidation in State Goverfiments, 4th. edition, Janu- 
ary, 1928, published by the National Municipal League. 
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we shall point out later, it was rather weak on financial structure. 
The Tennessee plan, however, was perhaps the most thorough-going 
of all the statutory plans. This was due to the fact that there were 
very few constitutional provisions which stood in the way of a 
complete reorganization. Such provisions as did exist largely 
ailected the financial functions and their arrangement in the reor- 
ganized plan. In the other states where statutory reorganization 
plans have been adopted, constitutional provisions have usually im- 
posed rather serious limitations upon the comprehensiveness of these 
plans. Aside from such limitations, some states have not gone as 
far as they might have in the direction of complete consolidation on 
account of political or other considerations. On the whole, the state 
governments which have reorganized their administrative structures 
have made possible more effective budgeting, especially from the 
standpoint of the execution of the budget. 

Proposals for Improvement of the National Administration . — 
For nearly a hundred years after the establishment of the national 
government, it was the policy of Congress to place all the functions 
that were added to the administration from time to time under a few 
large departments the heads of which constituted the President’s 
cabinet. This policy was rather consistently followed until 1883, 
when the Civil Service Commission was created and set up as an 
independent agency. Four years later the Interstate Commerce 
Commission was established on the same basis. From time to time, 
other agencies were established independently of the ten major de- 
partments. There are now more than twenty such agencies which 
are, in most cases, responsible either to the President or to Congress. 

For several years, in fact, since the time of President Roosevelt, 
the national administration has been the subject of numerous in- 
vestigations and reports. President Taft’s Commission on Economy 
and Efficiency made a careful analysis of the administrative struc- 
ture and recommended the regrouping of many functions, the elimi- 
nation of duplicating activities, the integration of nearly all func- 
tions in certain major departments, and the establishment of clear 
lines of responsibility from the President through the department 
heads to the various subordinate officers. No action was taken by 
Congress on these recommendations. In 1921, however, the national 
budget and accounting act was passed, creating the Bureau of the 
Budget and the General Accounting Office. During the same year 
a congressional joint committee on the reorganization of the gov- 
ernment departments was established. This committee prepared 
and published in 1923 a scheme of reorganization for the national 
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administration. It proposed to consolidate the War and Navy de- 
partments into a Department of National Defense and to establish 
a new Department of Education and Welfare, besides shifting a 
number of bureaus and agencies among the various departments. 
President Coolidge approved the main features of this plan, except 
the union of the War and Navy departments, and laid the proposal 
before Congress in December, 1923. Several bills, relating to this 
proposal, were later introduced in Congress, but no definite action 
has yet been taken.^ 

The national administration continues, therefore, with many mis- 
placed bureaus and agencies in the several departments, with several 
services which should be integrated, and with numerous detached 
boards, commissions, and officers. From the standpoint of the ad- 
ministration as a whole, the machinery of organization could un- 
doubtedly be made much more effective than it is at the present 
time. If this were done, it would be a great aid to the President 
and his staff agency, the Bureau of the Budget, in executing the 
national budget. 

Financial Machinery for Carrying Out the Budget. — ^We 
have already indicated that the financial machinery of any govern- 
ment, if it is to serve the purposes of budgetary administration and 
control, must be so constituted and organized as to meet two re- 
quirements. In the first place, it must enable the executive, broadly 
speaking, to direct the fiscal affairs of the government. That is, 
it must serve as his agency of financial control and information 
with respect both to the income and the outgo of the government. 
In the second place, it must provide the means whereby the legisla- 
tive body will have a check on the performances of the executive 
and the administration. This second requirement is just as essential 
from the budgetary standpoint as the first. ^ 

It is well for us to note in the beginning of this discussion some 
of the evolutionary aspects of financial structure, particularly with 
reference to city and state governments. At the opening of the 
twentieth century each city government usually had several officials 
concerned with the administration of its financial affairs. The 
more important of these officials were the collector, the treasurer, 
and the auditor or the controller. They were usually chosen in such 
manner as to give them each an independent status in the city admin- 

^ The Institute for Government Research also made certain recommendations, 
several of which were embodied in the proposal which President Coolidge approved. 
See W. F. Willoughby, T/ie Re or g animation of the Administrative Branch of the 
National Government , 1923, Chapter III. 

"See Chapter XVII. 
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istration. The city executive was generally without any authority 
to supervise their work or to require information from them which 
would aid in financial management. In fact, there was no such thing 
as financial management in those days. Attention was concentrated 
solely on the establishment of certain checks and balances which 
would prevent the illegal spending of city funds. This was accom- 
plished through having several independent officials to watch each 
other. Even so,^ they were able to detect only the gross violations of 
fiscal provisions, so crude were their records in most cases. The 
development of information which would serve as a basis for sys- 
tematic financial administration was practically impossible under 
this arrangement. 

The different state governments had much the same kind of 
financial structure as the city governments. They each had a treas- 
urer, and a controller or an auditor (sometimes both). These 
officers were independent of the governor, being elected by the 
people or appointed by the legislature. Sometimes the governor had 
a fiscal officer, called the state accountant or administrative auditor, 
whom he appointed. The same idea of checks and balances, with the 
emphasis on preventing illegal expenditures, prevailed in the states 
as in the cities. The financial records were usually poor, and there 
was no attempt to furnish information which would aid the governor 
in administering such parts of the state's finances as came under his 
jurisdiction. 

The first attempt to refashion the financial structure was made in 
city governments. It was part of the larger movement for admin- 
istrative reorganization, which we have already discussed in this 
chapter. The financial agencies were first brought together and 
departmentalized under the commission form of city government. 
The department of finance, headed by a commissioner, became one 
of the important city departments. In many cases, however, this 
department was nothing more than a grouping of the independent 
fiscal agencies which had previously existed; their methods of con- 
trol remained unchanged. The head of the department did not 
usually exercise any extended powers of financial supervision over 
the other commissioners. As we have already pointed out, this was 
very difficult to bring about under the commission form of city 
government. 

The first real progress in municipal financial organization was 
made when the strong mayor and the manager' forms of city govern- 
ment came into existence. It was at this time that the department 
of finance became an agency of the executive and was placed in a 
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commanding position in the general administrative structure. For 
example, the city»charter* of Cleveland, Ohio, which was adopted 
in 1913, established a strong mayor form of government and or- 
ganized the administrative functions under seven departments, one 
of which was the department of finance. Practically the same finan- 
cial structure was continued in this city when the manager form of 
government superseded the other form in 1923. After 1913, many 
other city governments, in adopting either the strong mayor or the 
manager form, provided for a centralized department of finance. 
This department became the chief administrator •$ staff agency in the 
conduct of the city’s business. No longer was the financial work 
confined merely to preventing illegal payments from city funds ; it 
was extended to everyday supervision and management of municipal 
finances. Budgetary planning and control could then be realized 
in its fullest sense. 

After several city governments had operated for some time with 
the centralized department of finance, the idea of such a fiscal ar~’ 
rangement began to find support in connection with the state gov- 
ernments. Prior to this time several states had adopted legal 
provisions for a budget, but they soon found that adequate machin- 
ery for enforcing budgetary control was lacking. The independent 
fiscal officers did not provide either the information or the staff 
service which the governor needed for this purpose. Some states 
created boards of control, consisting of members appointed by the 
governor, serving ex officio, or both, but these boards were generally 
limited in their authority and, in most instances, proved to be rather 
poor agencies in the execution of the budget. It was, therefore, pro- 
posed that a department of finance be created which would operate 
under a single head appointed by the governor and subject to the 
latter’s direction. This idea was first embodied in the Illinois state 
reorganization plan which, as we have pointed out above, was 
adopted in 1917. The department of finance, being created by statute, 
was somewhat limited in its scope and authority by certain con- 
stitutional officers. Of this, we shall say more later. Other states 
then took Up the idea and several have since established departments 
of finance. None of these departments, however, has been as thor- 
oughly integrated as the city finance departments, owing largely to 
constitutional provisions which in most states have remained 
unchanged. 

Financial Orgcmimtion in City Governments . — In discussing 
briefly the existing financial organization of city governments, we 
shall confine our attention to those forms which aid in the satisfac- 
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tory execution of the budget. This practically eliminates the decen- 
tralized forms of financial organization which are still to be found 
in many cities. Separate fiscal agencies, independent of each other, 
under board supervision, or even under executive supervision, are 
generally unsatisfactory from the standpoint of budgetary adminis- 
tration and control. The reasons for this are obvious, especially 
in view of what we have already said in the early part of this chapter. 
The proper kind of financial organization for the execution of the 
budget is one which integrates the fiscal functions, placing them 
under executive direction. The most advanced type of this kind of 
organization is undoubtedly the department of finance.^ 

City governments which have not completely integrated their 
financial functions in a single department have, in some instances, 
established a special budget agency under the executive. Such agency 
is to be found, for example, in New York City, Boston, and Detroit.^ 
In each case a single officer, appointed by the mayor, is at the head 
'of this agency. But the duties of such officer relate mainly to the 
preparation of the budget. In connection with the execution of the 
budget, his chief function is one of investigation and reporting, 
although he may approve certain revisions which are made in the 
budget during the year. The city executive must look to other 
offices or departments for the accounting information which is so 
necessary to the current administration of the budget. Of course, 
the budget officer may have ready access to this information and 
may summarize and report it periodically to the executive, but this 
arrangement cannot be as satisfactory from the budgetary standpoint 
as the integrated organization which produces such information in 
the course of its operation and speedily enough to be of maximum 
value to the executive. While the special budget agency under the 
direction of the executive is a valuable adjunct to the financial 
organization of a city government, it cannot be regarded as a substi- 
tute for the larger department of finance. It is merely a step in this 
direction. 

The unified department of finance has already been shown by 
experience to be particularly effective in city adniinistratipn. It 
provides the executive with the kind of financial organization which 
he needs for the execution of the budget, — a closely integrated 
structure under a single officer who is responsible directly to the 
executive. This officer is the executive's financial adviser in all 
budgetary matters. He is responsible for directing the routine 

^See Municipal Finance, by A. E, Buck and others, 1926, Chapter 11 . 

® See above, pp. 297-298. 



ORGANIZATION AND THE BUDGET 443 

work of administering the fiscal affairs of the city government. This 
work is generally organized under certain bureaus, namely, accounts, 
treasury, taxation and assessments, and purchasing. These bureaus 
are directed by single officers usually appointed by the head of the de- 
partment. The bureau of accounts keeps the general accounts of the 
city government, exercises current auditing control over all receipts 
and all expenditures, compiles the data for the preparation of the 
budget, supplies the accounting information for execution of the 
budget, and prepares all general financial statements. This bureau 
also prescribes the subsidiary accounts, including cost records, which 
may be kept in the different departments and institutions of the 
government. The bureau of the treasury collects, keeps, and pays 
out the funds of the city government, all payments being made only 
upon the authority of the head of the bureau of accounts. The 
bureau of taxation is responsible for the assessment of property, 
the taxing of businesses, and the determination of benefits and privi- 
leges, in so far as authority in these matters has been delegated to the 
city government. The bureau of purchasing buys the supplies, 
materials, equipment, and certain contractual services for the various 
departments and agencies of the city government. Typical exam- 
ples of the department of finance, organized in just this manner, are 
to be found in the city governments of Cleveland, Rochester, and 
Toledo. 

There may be a budget bureau in the department of finance which 
is charged with the preparation of the budget, the scrutiny and ap- 
proval of administrative work programs and allotments, and the 
investigation of departmental and institutional services. In the 
smaller cities, however, this work can very well be done under the 
immediate direction of the head of the department of finance with 
the assistance of the bureau of accounts. A bureau of personnel 
may also be added to the department of finance, its duty being to 
regulate city employment, classify positions, standardize salaries, 
and supervise the administration of pension funds. This personnel 
work is frequently done in part by a local civil service commission 
which is independent of the financial functions. Even under such 
an arrangement, the commission should cooperate with the depart- 
ment of finance in approving the city payrolls. 

Aside from the department of finance, which is the executive's 
staff agency in managing the finances of the city government, there 
is need for another financial agency, representing the city council. 
This latter agency should perform the independent audit of the 
accounts kept by the administration. Such audit assures the council 
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that the accounts are being properly kept and that all the financial 
transactions are regular. It may be made by a permanent auditor, 
appointed by the council, or by certified public accountants retained 
by the council Of this, we shall have more to say in the last 
chapter. 

Local governments, aside from city governments, have, as a gen- 
eral rule, made very little progress toward the establishment of a 
finance department or agency, such as we have described above. In 
county governments, for example, the financial functions are still 
divided among more or less independent officials, as was the case in 
city governments many years ago. County governments are not 
only without an integrated financial organization, but they also lack 
a chief executive or administrator. The absence of the latter is a 
serious defect from the standpoint of executing the budget. 

Financial Organization in State Governments .’ — Turning to the 
state governments, we find types of financial organization which 
parallel those of the city governments. More than a dozen states 
have established budget bureaus, divisions, or offices, which are, in 
most instances, headed by single officers appointed by and working 
under the direction of the governor.^ These officers usually give 
most of their time to the collection of financial data and the prepara- 
tion of the budget for the governor. In a few instances, they are 
concerned with some phases of the execution of the budget, such as 
the allotment of the appropriations prior to expenditure. They are, 
generally speaking, nothing more than advisory or reporting agents 
to the governor ; in no case do they maintain accounts through which 
budgetary control may be established. Such accounts are to be 
found in the independent office of the state controller or auditor. 
Hence, for the accounting control and the financial information so 
necessary to the administration of the budget, the governor must rely 
not upon an officer or department under his own supervision, but 
upon an independent agent. Even under the recent constitutional 
reorganization of the state government of New York, this is the 
case. There is in the executive department a division of the budget, 
under a director appointed by the governor, which prepares the 
budget and conducts certain investigations. The state treasury is 
also under the supervision of the governor. But the general and 
controlling accounts of the state government are kept in the depart- 
ment of audit and control, which is directed by the independent elec- 
tive comptroller. The main source of the governor's information 
for fiscal management and budgetary administration is, therefore, 

^See above, pp. 2g6-2g7. 
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outside his control or supervision. This arrangement is in accord- 
ance with the recommendations of the special commission which 
drafted the New York state reorganization plan. 

Several states have gone a step further and have established de- 
partments of finance.^ The sponsors of these departments maintain 
that they are preferable to budget bureaus or divisions directly under 
the governor. Since the head of the department of finance has 
cabinet rank, a better type of individual can be induced to take the 
office. Furthermore, if the governor wishes to use the office as a 
political reward, he can do so more easily when it is a bureau or 
division head than when it is a regular department head. In the 
latter case, at least, some competency is expected. 

Having decided to establish a major department of the state gov- 
ernment to serve the governor in budgetary administration, the ques- 
tion then arises as to what should be the extent of this department’s 
powers with respect to actual financial control. Should it maintain 
only supervision with no direct control, or should it exercise direct 
control through a system of accounts which provides for the preaudit 
of all expenditures? 

In outlining the powers of the Pennsylvania department of state 
and finance which was created in 1923 under Governor Pinchot’s 
general reorganization plan, the stand was taken that it should not 
attempt the preaudit of expenditures. Clyde L. King, who served 
as head of this department during the four years of the Pinchot 
administration, asserted that, in his opinion, ‘‘the preaudit plan 
destroys departmental autonomy, overburdens the finance office, 
and accomplishes no purpose not accomplished by good budget con- 
trol.” It may, however, be doubted that “good budget control” can 
be established without some kind of preaudit. But the Pennsylvania 
department during its brief career (its fiscal functions were trans- 
ferred in 1927 to a budget bureau under the governor’s office) 
relied entirely for its budgetary control upon monthly reports from 
the various departments. The audit of all bills prior to their pay- 
ment was performed by the elective auditor general’s office. This 
audit was confined mainly to a determination of whether or not the 
bills were legally within the appropriations. The departments were 
left entirely upon their own responsibility in observing the budgetary 
allotments. They merely reported to the department of state and 
finance what they had done after it was an accomplished fact. 

The Pennsylvania scheme, however, has not been generally ac- 
cepted. With the possible exception of the Washington state depart- 
^See above, pp. 291-295. 
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ment of efficiency, the departments of finance are generally given 
the power of preandit over all or most of the state expenditures. 
In order to exercise this power, certain general and controlling 
accounts are maintained and bills are approved for payment ; such 
audit usually establishes the fact that the proposed expenditures are 
within the budgetary allotments. This power of preaudit was first 
given to the Illinois department of finance, created by the state 
reorganization of 1917. It was also vested in the departments of 
finance subsequently established in California, Minnesota, Nebraska, 
Ohio, Tennessee, and Vermont. In each of these cases, however, 
the audit of bills to ascertain the legality of the expenditures is per- 
formed by the independent auditor or controller before payment. 
That is, the preaudit is performed twice; first, from the budgetary 
standpoint by the department of finance, and, second, from the legal 
standpoint by the accounting officer who is independent of the 
administration. To a large extent, this procedure requires a duplica- 
tion of accounts. This is avoided in the organization of the Massa- 
chusetts department of administration and the Virginia department 
of finance. The general accounts of the state government are cen- 
tralized in these departments under a comptroller; the preaudit of 
bills is, therefore, made at one time with respect both to the budg- 
etary and the legal requirements. There is an independent auditor 
in each of these states who reports to the legislature, but he does not 
maintain a set of accounts.^ 

Another point which was stressed, particularly in connection with 
the establishment of the Illinois department of finance, was the 
supervisory character of the work. It was argued that the depart- 
ment of finance ought not to be a spending agency in the sense of 
being engaged in the performance of governmental services. This 
idea was rather narrowly applied in the case of the Illinois depart- 
ment of finance, With the exception of the editing of departmental 
reports, its powers are strictly those of budgetary planning and con- 
trol. It has .none of the broader powers of financial supervision, 
such as those relating to the purchasing of commodities, the collec- 
tion and custody of funds, the assessment and regulation of taxes, 
and the employment of personnel. In other words, the Illinois 
department has nothing like the scope of the city departments of 
finance, which we have described above. 

The recent trend, however, seems to be decidedly in the direction 
of extending the scope of the state departments of finance beyond 
that of the Illinois department All of these departments, except 

^ See below, p. 566. 
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the Washington department of efficiency, have broader powers of 
financial administration. They include such functions as general 
purchasing, personnel supervision, regulation of taxation, accounting 
control, collection and custody of moneys, as well as budgeting. In 
one or two instances, functions are included which are not of a finan- 
cial character. The Vermont department of finance, for example, 
has the regulation of banking and insurance companies. Again, the 
Idaho department of finance is such only in name; it has practically 
no functions relating to financial administration or control. 

Nearly all state departments of finance are handicapped by the 
fact that they are statutory creations. Their financial powers are 
limited by the extent to which such powers are granted by constitu- 
tional provisions to other agencies. Usually there is a chief con- 
trolling or auditing officer and a treasurer provided for by the 
constitution. Under such circumstances the work of the department 
of finance must be limited by the exclusion of the functions of these 
constitutional agencies. This frequently accounts for the narrow 
scope or the overlapping activities of the department of finance. In 
this respect, the city departments of finance may be fashioned with 
much greater freedom. Even in those states where constitutional 
changes have been made, notably, Massachusetts and Virginia, the 
financial organization has not been greatly simplified. The Massa- 
chusetts department of administration has at its head a commission 
of four members, who are not completely responsible to the governor 
since they are appointed by him with the consent of the council (an 
independent elective body) for overlapping terms of four years. 
The collection and custody of funds is outside the department, being 
under the elective treasurer and receiver general. The Virginia 
department of finance is without a single head to coordinate the 
work of its four divisions, namely, accounts and control, the treas- 
ury, purchase and printing, and motor vehicles. The governor ap- 
points the head of each one of these divisions. The department 
has no personnel supervision as in the case of the Massachusetts 
department, but it does include the collection and custody of state 
funds. The budget bureau or division, however, is placed directly 
under the governor's office, instead of in the department as in Massa- 
chusetts. But there is a close similarity between the two departments 
in the exercise of the centralized accounting, controlling, and pur- 
chasing functions. The licensing of motor vehicles in the Virginia 
department of finance has been placed elsewhere in the Massachusetts 
scheme of organization. 

The independent audit, as a check on financial administration 
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has not received much attention in state governments. In only two 
states have the general accounts of the government been placed under 
the governor and provisions made for the audit of these accounts 
by an officer independent of the administration. These states, as 
we have noted above, are Massachusetts and Virginia. The former 
state has an auditor elected by the people ; the latter has one appointed 
by the legislature. Neither of these officers keeps any accounts, but 
each is required to audit periodically the accounts kept by the 
administration and report his findings. In the other forty-six states, 
there is, in this sense, no independent audit. The officer, who is 
supposed to perform this audit, frequently maintains the general 
accounts for the administration. Whatever audit he makes is, 
therefore, an audit of his own accounts. While this officer is 
independent of the executive, being elected by the people or ap- 
pointed by the legislature, his audit cannot be said to be independent 
in that it is an examination by an outside agency of the accounts kept 
by the administration. This situation has given rise to decentralized 
or departmental accounting of a general character in many state 
governments, since otherwise the administration lacks assurance 
that the accounts are being accurately and properly kept. The pro- 
cedure has, therefore, become reversed, the administration attempt- 
ing to check on the independent accounting officer rather than the 
other way round. There is also another reason for this decentralized 
accounting in the administration. It is the only method the admin- 
istrative departments have of producing the financial information 
which they require, when such information is not provided by the 
general accounts under the independent officer. But this method is 
thoroughly unsatisfactory from the point of view of general admin- 
istration. Undoubtedly the centralization of the general accounts 
in an office or department under the administration, preferably a 
department of finance, with an audit of these accounts by an inde- 
pendent agent representing the legislature, is the most progressive 
form of state financial organization thus far developed from the 
standpoint of budgeting. 

Financial Organimtion of the National Government , — Prior to 
1921 the financial machinery of the national government consisted 
of the Treasury Department (that is, certain bureaus and divisions 
of this department) and the departmental accounting offices and 
disbursing agencies. The Treasury Department, through certain of 
its offices, collected the major part of the government's revenues, 
such as income taxes and customs. It also had the custody and 
management of the government's funds and the payment of the 
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principal and interest on the public debt. It maintained a Division 
of. Bookkeeping and Warrants, which authori.zed expenditures to 
be made by the departmental disbursing agencies from the appro- 
priations granted by Congress. It conducted an audit of the depart- 
mental accounting offices, the Comptroller of the Treasury and six 
auditors for the departments being in charge of this work. There 
was no central accounting system; all the large departments and 
establishments maintained separate accounting offices. Besides, they 
usually received from the Treasury Department warrants drawn on 
the moneys appro})riated to them by Congress, which they in turn 
disbursed through agencies responsible to them. 

In 1921 tills machinery was considerably modified by the passage 
of the budget and accounting act, to which we have already had 
occasion to refer several times. This act created the Bureau of the 
Budget to serve as a staff agency to the President in the preparation 
of the budgetd It also created the General Accounting Office as an 
independent establishment of the government. It placed this office 
under the direction of the Comptroller who is responsible only to 
Congress.* The functions of the Comptroller of the Treasury and 
the six auditors for the departments wei-e transferred to the Gen- 
era! Accounting Office, Part of the work of the Division of Book- 
keeping and Warrants was also transferred. The remainder of the 
previotisly existing structure was practically untouched. 

The budget and accounting act grants the Comptroller General, 
as head of the General Accounting Office, rather broad powers in 
respect to fiscal control. He is given authority finally to settle all 
claims for or against the government, to exercise general control 
over treasury receipts and issues, and to supervise the establishment 
of a central accounting system. As yet, it may be said that none of 
his functions has been properly developed ; in fact, some of them are 
not even clearly defined. This situation has brought forth from 
some quarters, particularly from several of the spending departments 
and agencies, severe criticism of the. work of his office. In a num- 
ber of cases, it has even led to court action. 

At the present time, the information for currently administering 
the budget is furnished through the various departmental accouiiting 
offices, which were in existence befo.re the creation of the General 
Accounting Office. These offices perform the administrative audit, 
that is, they pass on the departmental claims before payment. They 
maintain accounts covering the financial operations of the depart- 
ments; they report on apportionments or allotments of appropria- 
^ See above, pp. 295-296. ^ See below,: pp. 552-556. 
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tions to the Bureau of the Budget; they gather and classify the data 
required in the preparation of the budget. In some respects their 
work is duplicated by the General Accounting Office. 

The present trend of development indicates that eventually a 
complete set of general accounts will be installed in the General 
Accounting Office; in fact, the title of this office signifies as much. 
Subsidiary accounts will then be kept in the departmental account- 
ing offices. Under this arrangement, the executive will have to de- 
pend largely upon the departmental accounting offices to report the 
information which is necessary for the execution of the budget. It 
is doubtful if information of the proper character can be produced 
expeditiously enough by this method to serve the current purposes 
of budgetary adniinistration and control. Such information would 
presumably be brought together in the Bureau of the Budget, which, 
at the present time, has no legal authority to check or control the 
expenditures of the departments and agencies of the government. 
This is not saying that the Bureau of the Budget has not wielded 
considerable power in the financial management of the various de- 
partments and agencies, for it has. But this power has been due, 
in no small degree, to the personality of the men who have been at 
its head. During the first year of its existence, the Bureau of the 
Budget was under the direction of General Charles G. Dawes, who, 
on account of his strong language and unusual energy, did much to 
establish it in the popular favor and to extend its sphere of influence 
in the national government. His successor, General Herbert M. 
Lord, has since carried on the work of the Bureau in such a manner 
as to add weight and importance to each budget document submitted 
to Congress.^ However, the Bureau of the Budget is still far from 
being an effective agency of general administration, such as the Eng- 
lish Treasury Department, or even the departments of finance in 
certain of our state governments. 

There is a genuine need in the national government, it appears, 
for the centralization of the financial functions of the administra- 
tion in the Treasury Department. In so doing, the work of this 
department should be limited to those functions which are strictly 
financial in character, removing from it such extraneous activities 
as the Public Health Service. Provisions should be made for the 
exercise of real budgetary control through the Treasury Department, 
leaving to the Comptroller General’s office the function of independ- 
ent audit The central accounting system of the government should 

fGeneral Lord resigned in June, 1929, and was succeeded by Colonel James C. 
Roop, who was assistant director of the budget under General Dawes. 
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be maintained by the Treasury Department. Under this arrange- 
ment, the Comptroller Generals office would not be placed in the 
position of auditing its own accounts. The Treasury Department 
should also include general supervision over the employment and 
regulation of personnel and over the purchasing of materiel. Cer- 
tain existing ftmctions, such as the investigational work of the Bu- 
reau of Efficiency, might very well be brought into this department 
The creation of a new department or service^ — a Service of Gen- 
eral Administration — has been recently proposed.^ It is the opinion 
of those who are supporting this proposal that the functions of 
budgeting, personnel supervision, purchasing, and departmental in- 
vestigation should be in a department separate from the Treasury 
Department. If Congress should look with favor upon this proposal 
and create such department, it would become the chief administra- 
tive agency of the President in the management of governmental 
finances. The Treasury Department would then be merely an 
agency for the collection, custody, and disbursement of moneys. 

^ Plan presented to President Hoover by W. F. Willoughby and Luther Stew- 
ard, published in The Umied States Daily, April lo, 1929. 



CHAPTER XV 


MAINTAINING THE BUDGETARY BALANCE 

In the earlier parts of this book emphasis has been laid on the 
fact that the budget, as formulated by the budget maker and as 
adopted by the legislative body, should present a balanced plan for 
financing the government. But this is not all. The equilibrium of 
this plan, as between income and outgo, should be maintained dur- 
ing the entire period of its execution. If this is not done, the budget 
will fail in a large measure to accomplish its purpose, which is to 
produce stability in the government's finances by making both ends 
meet. 

The maintenance of budgetary equipoise throughout the fiscal 
period presupposes unified financial direction. This condition, as 
we have pointed out in the previous chapter, does not result when 
separate departments and agencies of the government work inde- 
pendently of each other and without any central supervision. It is 
brought about by fashioning the governmental structure so as to 
make the executive fully responsible for the direction and super- 
vision of the administration and by providing him with a special 
department or agency for the exercise of general financial control 

Assuming that this has been done, what are the devices which 
enable the executive to maintain the budgetary balance? They are 
mainly two: (i) current planning and definite allotment of au- 
thorized expenditures, and (2) careful scheduling of anticipated 
income. The application of these devices in conducting the finances 
of the government should occupy a large part of the executive's at- 
tention from the time the budget is approved by the legislative body 
to the end of the fiscal period, or until the financial plan is finally 
and completely realized. 

Preliminary to taking up current planning and allotment as ap- 
plied to expenditures, let us again discuss appropriations, this time 
from the angle of executing the budget. 

A Necessary Conception of Appropriations.^ — We have al- 
ready defined appropriations as being authorizations to spend public 
moneys as specified, that is, according to the stipulations of the legis- 
lative body.^ We were then speaking of appropriations mainly from 

See. above,: p. r 15.. ' 
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the legislative point of view. Now that we are approaching the 
subject from the adniinistrative point of view, it becomes necessary 
to rephrase oiir definition — not to change it, but to amplify it with 
respect to tlie execution of the budget. And this is what we have : 
appropriations are to spend which require executive 

sanction before the expenditures can actually be made. 

Unless we accept this definition of appropriations, the executive 
cannot exercise real budgetary control ; his responsibility is at once 
limited merely to seeing that the legal requirements are observed by 
the spending departments and agencies of the government. All 
appropriations then become, in effect, mandatory charges on the 
public treasury. They are grants to spend made by the legislative 
body which cannot be limited or curtailed in any way by executive 
action, except as expressly stated in the law. No matter what situa- 
tion may confront the government or what condition may develop 
in its finances during the budget period, the maximum amounts 
which have been appropriated can be expended by the various spend- 
ing authorities. It is purel}:^ a matter of discretion with them; if 
they wish to spend the entire appropriation (and they always do), 
there is no adniinistrative means of preventing them from doing it. 
Tin’s notion of appropriations, namely, that they are grants to 
spend without executive supervision, has generally prevailed in the 
United States until quite recently. It is, as a matter of fact, still 
widely accepted in actual practice. But a marked change in this re- 
gard has been taking place during the past ten years. This is largely 
due to the movement for administrative reorganization in state and 
local governments, which we have briefly described in the preceding 
chapter. As this movement has progressed, it has become mote and 
more apparent that the expenditure of appropriations should be 
made subject to the supervision and direction of the executive. Only 
in this way can the executive really carry out the budget, or manage 
in an effective manner the financial affairs of the government. 

If we turn to English practice, we find ample support for execu- 
tive control and supervision. For many decades the appropriations 
made by Parliament have not granted spending authority directly 
to the agencies of the government. These agencies must have the 
approval of the Treasury Department before they can expend the 
appropriations which have been made available. Since the Premier, 
acting through the Chancellor of the Exchequer, is in charge of the 
Treasury, the approval of proposed expenditures is an executive 
matter. If the executive finds, during the fiscal year, that certain 
unexpected demands have arisen, or that the anticipated income of 



454 PUBLIC BUDGETING 

|he government is not going to be realized,, he can readjust the ex- 
penditure program so as to meet these situations. He can also 
bring about retrenchment in the spending of the authorized appro- 
priations when conditions show that it is warranted. He has the 
authority in supervising the operations of the government to pre- 
serve at all times the proper balance between income and outgo. 
This system actually makes the executive responsible for the execu- 
tion, as well as the formulation, of the budget. 

The national government of the United States, however, has long 
held to the idea that appropriations are direct grants to the spending 
agencies, constituting treasury credits which these agencies may 
draw upon without further authorization. This idea was not 
changed with the adoption of the budget system in 1921 . The 
President was given no legal authority, either directly or through 
the Bureau of the Budget, to control or supervise the expenditure 
of appropriations. Certain administrative devices, however, have 
been adopted in an attempt to meet indirectly this need for genuine 
budgetary control. One of these is the semiannual meetings of the 
‘‘Business Organization of the Government.^^ At these meetings the 
department heads and bureau chiefs are assembled to listen to ad- 
dresses by the President and the Director of the Budget. They are 
admonished to keep within the appropriations granted by Congress 
and to make all possible savings, no matter how small, in the operat- 
ing costs of their departments and bureaus. A number of so-called 
“clubs’’ have been established by the Director of the Budget as an- 
other device for bringing about minor economies in the expenditure 
of funds. A third device is the creation of certain coordinating 
agencies which work in connection with the different departments, 
principally the War and Navy departments, under the direction of 
the Bureau of the Budget, their purpose being to bring about co- 
operation between the departments and bureaus in carrying on their 
administrative work, more especially in the use and disposition of 
surplus supplies and materials. A fourth device is a method for 
allotting or apportioning the appropriations, which was originally 
provided for under the so-called anti-deficiency act of 1906 , This 
device is the only one of the four which may be said to embody 
even the rudimentary beginnings of real budgetary control. We 
shall discuss these devices later.^ 

Until about a decade ago, the appropriations made by the various 
state legislatures were generally considered to be grants expendable 
by the agencies to which they were made without any direction on 
^See below, pp. 4^4-4^59 and 545-549» 
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the part of the governor. Illinois was the first state definitely to 
break away from this idea. In the civil administrative code of 1917, 
which reorganized the state administration, there was written this 
provision: ‘‘Each department shall, before an appropriation to such 
department becomes available for expenditure, prepare and submit 
to the department of finance an estimate of the amount required for 
each activity to be carried on, and accounts shall be kept and reports 
rendered showing the expenditures for each such purpose.'^ While 
this provision does not expressly state that the approval of the gov- 
ernor or his fiscal agency, the department of finance, is required be- 
fore each department can proceed to expend its appropriations after 
filing the ‘‘estimate,'’ such procedure is understood. This is evident 
from another provision which gives the department of finance the 
power “to examine and approve, or disapprove, vouchers, bills, and 
claims of the several departments, and such as are by law made sub- 
ject to the approval of the governor, and no voucher, bill or claim of 
any department shall be allowed without its approval and certificate.” 
Several other states, notably, Nebraska, Ohio, Tennessee, Minnesota, 
Pennsylvania, North Carolina, and Virginia, have since adopted 
similar provisions. However, the function of preaudit is not per- 
formed by the department of finance or other budgetary agency in 
either Pennsylvania or North Carolina. The Pennsylvania adminis- 
trative code of 1923 provides that each state spending agency, other 
than certain elective officers, must furnish the governor, through 
the budget officer, for approval or disapproval “an estimate of the 
amount of money required for each activity or function to be car- 
ried oil . . • during the ensuing month, quarter, or such other 
period as the governor may prescribe. If such estimate does not 
meet with the approval of the governor, it shall be revised in accord- 
ance with the governor’s desires and resubmitted for approval. 
After the approval of any such estimate, it shall be unlawful for 
the department, board, or commission to expend any appropriation, 
or part thereof, except in accordance with such estimate, unless the 
same be revised with the approval of the governor.” Each spend- 
ing agency is required to enforce the expenditure plan as approved 
by the governor, merely reporting to the governor at monthly inter- 
vals as to the relation between allocation and actual expenditure. 
A similar procedure is follow^ed in North Carolina. We shall discuss 
the provisions of these states more in detail in the subsequent sec- 
tions of this chapter. All told, less than a fourth of the states have 
thus far made any provisions looking toward executive direction 
or supervision over the expenditure of appropriations. In the other 
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three fourths of the states, appropriations are still viewed in very 
much the same light as they are in the national government. 

The large majority of our local governments still regard appro- 
priations as direct grants to the spending agencies. Only in cer- 
tain cities, principally those with the manager form of government, 
has the expenditure of appropriations been made subject to the 
direction and supervision of the chief executive or administrative 
officer. Of this, we shall say more later. 

No centralized budgetary control over expenditures, it seems, is 
possible unless we assume that appropriations are merely authoriza- 
tions fixing the maximum amounts which may be expended subject 
to executive direction and supervision. We shall, therefore, proceed 
on this assumption in the subsequent discussion. 

Current Planning and Allotment of Expenditures. — ^There 
are three necessary features to the proper control over the expendi- 
ture side of the budget. These are as follows : (i ) the planning of 
the work to be done, which involves the setting up of a work pro- 
gram by each spending unit or agency; (2) the determination of 
the rate of outgo on the basis of the work program, that is, the 
allocation of the expenditure requirements to the months or quar- 
ters of the budget year or period; and (3) the adjustment of dis- 
crepancies between the authorized and actual expenditures. Before 
taking up for discussion each of these features of budgetary control 
over expenditures, it may be well to set forth by way of contrast 
some of the current practices which have to do with the supervision 
of expenditures. 

In most of our governmental units, such supervision as is exer- 
cised over expenditures involves three agencies, namely, the legis- 
lative body, the spending authorities, and an independent accounting 
officer. The chief executive or administrative officer does not figure, 
except perhaps indirectly, in this supervision. The legislative body 
in making the appropriations to the spending authorities usually sets 
them up in itemized form. This itemization is an attempt to estab- 
lish, in the absence of administrative direction, some control over 
the expenditure of appropriations. While the legislative body has 
the power to provide this method of control, it is now generally con- 
sidered to be unsatisfactory, particularly from the administrative 
standpoint. The fact is that it really hinders good administration, 
since the spending authorities are told many months in advance 
exactly how they must use the appropriations.^ There is little or 
no leeway for the exercise of administrative discretion in meeting 
^See above, pp. 131-135. 
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changed conditions during the budget period. This rigidity due to 
itemized appropriations almost invariably calls for some method of 
making transfers. When the spending authorities do not secure 
the needed flexibility through transfers, they may disregard to a 
large extent the detailed restrictions which have been fixed by the 
.legislative body on their appropriations. If they set out to do this, 
as is often the case, and are not forestalled in such action, the final 
result is likely to be a demand for additional or deficiency appro- 
priations. Thus, in the end, the legislative body has brought about 
the very condition which it had sought to avoid. 

It is not difficult to understand how this condition arises. The 
only check on the overexpenditure of itemized appropriations is 
the audit performed by the independent accounting officer. Since 
this audit is generally confined to viewing the expenditure claims 
merely from the standpoint of their legality, it is neither satisfactory 
nor adequate as a means of administrative control even though it 
may be carefully done. Furthermore, the independent accounting 
officer usually fails to examine the financial transactions of the 
government before they have been finally consummated. Only 
through tlie preaudit method by which obligations may be fore- 
stalled can real budgetary control be exercised. This requires cen- 
tral administrative supervision and direction which under the 
foregoing arrangement is practically wanting. The spending authori- 
ties do not, as a rule, currently plan their work; even when they do, 
there may be a total lack of coordination in their expenditure re- 
quirements during the budget period. Besides, there is no attempt at 
balancing in the aggregate the proposed expenditures with the an- 
ticipated income of the government for the months or quarters of 
the fiscal year. In short, the major problem of financial adminis- 
tration, namely, the systematic handling of the finances of the gov- 
ernment, is either overlooked or disregarded. 

How, then, is effective budgetary control over expenditures to be 
established? The most scientific method thus far developed is the 
utilization of the work program under the supervision and direction 
of a central administrative authority — a concept which has recently 
been taking definite shape in budgetary legislation and practice. 
We shall now discuss the main features of such a program. 

The Work Program. — Tlie work program is . an administrative 
plqn_fpT carrying on the activities of the government during the 
budget period. It is prepared after the body has taken 

action on the budget and has voted the appropriations. Being based 
upon the actual expenditure authorizations made by the legislative 
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body, it is tlierefoie distinct from the estimates which form the 
basis of the original budgetary proposals. The estimates set forth 
the anticipated purchase rec[uirements of the governmental agencies, 
while the work program outlines the plan by which these agencies 
actually propose to carry on their activities. To state it in another 
way, the work program is the administrative interpretation of legis- 
lative policy as expressed in the appropriation acts or in the general 
la ws. By such program^ this policy is translated into terms ac- 
cording to which it is to be realized. It is for this reason, if we 
may again reiterate, that the work program is an administrative, not 
a legislative, plan. 

The work program has a twofold advantage in budgeting: it 
makes possible real executive direction and supervision, and it en- 
ables the administration to meet changing conditions which cannot 
be anticipated in advance. The work program for the whole gov- 
ernment is a composite of the working plans of the various govern- 
mental agencies. It sets forth in one master prospectus the govern- 
ment’s entire activities. As such, it furnishes the executive with the 
information for genuine budgetary control over expenditures. The 
work program is, of course, based upon the idea that appropriations 
are merely authorizations to spend, and therefore admit of executive 
discretion in their expenditure. Otherwise, such a program is not 
feasible as an instrument of administrative direction. Furthermore, 
it is assumed that the appropriations are voted in lump sum amounts 
by the legislative body.^ A satisfactory work program cannot be 
formulated when the appropriations are highly itemized. The more 
detailed the appropriations are the less opportunity there is for the 
preparation of a constructive work program. The best results are 
obtained when the legislative body states its fiscal policies only in 
major items and maximum amounts, leaving the detailed plan of 
expenditure to executive discretion. In this way, the administra- 
tion is left free to meet changing conditions which cannot be fore- 
cast at the time the budget is adopted and the appropriations are 
made by the legislative body. Giving the administration this lee- 
way does not lessen the power and authority of the legislative body 
over the expenditure of public moneys. It simply means that after 
the legislative body has appropriated a certain sum to the use of a 
spending agency and has defined the gexieral policy which is to be 
followed, the further direction of the work thus authorized is an 
administrative matter and comes logically within the jurisdiction 
and control of the executive. 

^ See above, pp. 144-146. 
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The m^ork program is prepared, just as in the case of the budget 
estimates, by the spending departments and agencies of the govern- 
ment. It is a plan of the year's work set up by the administrative 
head of each department or agency with the assistance of his sub- 
ordinate officers. It is not an arbitrary scheme prepared by a su- 
perior executive authority which the administrative head is com- 
pelled to follow. It comes, first of all, from the spending depart- 
ment or agency itself. No departmental or institutional head can 
make a real attempt at constructive administration without coming 
sooner or later to the conclusion that a work program is not only 
desirable but necessary. If he plans his work, if he looks ahead, if 
he thinks at all about the future of his department or institution, 
then a work program, it seems, is inevitable. Good administration 
— direction with foresight — demands a work program. And when 
such a program has been prepared, it should be submitted to the 
chief executive or administrative officer of the government for his 
approval. This step is necessary, if we are to have central budgetary 
control 

The proper time for the preparation of the work program is imme- 
diately before the beginning of the budget or fiscal period to which 
it app lies. This requires that the budget be acted upon and the 
appropriations voted by the legislative body a short time prior to 
the opening of the fiscal year or period. As we have already pointed 
out, such practice is not always followed.^ Sometimes the appropria- 
tions are not authorized until two, three, or even four months of the 
budget period have elapsed. A work program prepared under such 
conditions would, of course, be applicable to only a part of the budget 
period and would therefore fall short of a complete means of budg- 
etary control A way around this difficulty would be to adopt a 
tentative work program based upon the budgetary proposals, which 
would be subject to revision as soon as the appropriations were 
authorized by the legislative body. While such a tentative program 
would not be completely satisfactory as a work plan, it would be 
preferable to drifting along without any program for perhaps a 
third of the year. 

The work program, as applied to each spending agency, should 
include all of the proposed expenditures which have been authorized 
by the legislative body. In other words, it should cover appropria- 
tions for administration, operation and maintenance and for the 
acquisition of properties. The appropriations for administratioti, 
operation and maintenance should be shown separately in the work 

^ See above, pp. 416-422. 
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program from those for the acquisition of major properties, such 
as improvement projects. The reason for this is that the two groups 
of appropriations may be accorded different treatment under budg- 
etary control. The former group, as expended, usually runs 
throughout the budget period in an unbroken stream, varying some- 
what in volume from month to month, but only within certain 
limits. The latter group, however, is expended more or less sporadi- 
cally and therefore may often be shifted from one season to another 
according to the condition of the treasury. 

The part of the work program for administration, operation and 
main tenance niay be stated (i) in terms of services, commodities, 
an d obligations- — ^things purchased or payments made, — or (2) in 
terms of production, operation, or service, that is, performance. 
The work program of any department or agency when set forth in 
terms of things to be purchased or payments to be made resembles 
very closely the ordinary form of budget estimates. It shows the 
subdivisions of the department or agency and under each one the 
purchase requirements according to the classes of objects. A work 
program prepared on this basis is not, however, as satisfactory from 
the administrative standpoint as one showing the proposed expendi- 
tures in terms of production, operation, or service units. The latter 
form of program permits the departmental work to be divided 
according to the functions or activities which are carried on. Per- 
formance, rather than purchases, is the important thing in this sec- 
ond form of work program. After all, performance is what we are 
seeking to regulate and control in administration. Hitherto, we 
have sought to attain this end by controlling what is bought, which 
is, at best, an indirect method. The direct method is to control 
what is done. But in order to control what is done, we must have 
an adequate system of cost accounts. Such a system is, as yet, 
practically undeveloped, except in certain rather limited fields. With 
the second form of work program it is necessary, of course, to 
transpose the unit costs into terms of services and commodities 
which are required to carry on the functions or activities. How this 
can be done is illustrated by the work program which was developed 
and used for a brief period in certain public works agencies of 
the Borough of Richmond in New York City. ^ 

The part of the work program, covering the appropriations 
which are to be expended for the acquisition of major properties, 
should be set up according to projects or classes of projects. Each 
one of these should be carefully outlined, taking into consideration 
^See above, pp. 170-171, 270, 272, 274-275. 
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seasonal conditions and availability of funds in the treasury for 
the work. 

An essential feature of the work program is the distribution of 
the proposed expenditures over the months or quarters of the budget 
year or period. This is necessary in order to determine the rate of 
expenditure so as to keep within the appropriations and, at the same 
time, to know the demands for money that mull be made upon the 
treasury. Such distribution is known as the "‘allotment'^ or ‘^appor- 
tionments^ of appropriations. We shall discuss this feature in the 
subseciuent section. 

The work program of each department or agency is not finally 
fixed until it has been submitted to the chief executive or adminis- 
trative officer of the government and has received his approval either 
directly or through his budget staff agency. Before giving his 
approval, this officer will, of course, examine each work plan to 
see that it not only embodies the departmental policy, correctly inter- 
preted, but is also in harmony with the general policy of the govern- 
ment, If he finds any work plan outlined in what he conceives to 
be incorrect proportions, he may ask the departmental head to revise 
it for resubmission, indicating the points at which he thinks changes 
should be made. By this process, the w^'ork programs of the various 
departments and agencies can be brought into line wdth the general 
legislative and administrative policy; they can be properly coor- 
dinated and unified ; and, finally, they can be combined and set up as 
one master plan for the operation of the government as a whole. 

The work program, as w^e have outlined it above, is not a mere 
theory, but it is the result of a conscious effort in the direction of 
establishing financial control. The idea of such a program came 
into existence along with the budget. It w^as first applied about two 
decades ago on a very limited scale to departmental and institutional 
work. The administrative heads of certain governmental agencies 
in the national, state and local governments found the work program 
a convenient and effective means of exercising central control over 
the planning of their current work. Early use, for example, was 
made of the work program by the Reclamation Service of the na- 
tional government, by the charitable institutions of New York state, 
and by the street departments of such cities as New York and 
Philadelphia. 

Perhaps the most notable example of the early application of the 
work program in cities was that made in New York City between 
1913 and 1915. As we have already pointed out, this program 
applied to three bureaus — the bureau of street cleaning, the bureau 
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of highways, and the bureau of sewers — of the Borough of Rich- 
mond. The program for each bureau was stated in terms of quantity 
of work of defined kinds, and the cost estimated from unit costs of 
the same kind of work done in previous years.^ The total yearns work 
was apportioned among the four quarters, thus showing the proposed 
expenditures for each quarter both by items and by total. To insure 
the realization of the program, periodic reports were required from 
each bureau head, setting forth the progress of the work. These 
reports were based upon information supplied through a system of 
cost accounts. There was also independent inspection of the activi- 
ties of each bureau by a staff of examiners under a central controlling 
agency. To meet unforeseen conditions, the bureau heads were 
authorized to modify their quarterly plans to an amount not exceed- 
ing lo per cent of the allotment to a specific item of work. 

The idea behind the Richmond work program, or ^'cost data’’ 
budget, as it has been called, was undoubtedly sound. The failure 
of the scheme after three years was due to the way it was handled. 
In practice, this work program was not an administrative, but a legis- 
lative, device. It was prepared several months before the beginning 
of the fiscal year and was incorporated as an estimate in the so-called 
budget. When the appropriations were authorized by the legislative 
body — the board of estimate and apportionment and the board of 
aldermen — ^the work program with all its details was included in the 
appropriation ordinance as a supporting schedule to the lump sum 
appropriation made to each bureau. It was thus rigidly fixed for 
the entire year, except for the lo per cent leeway mentioned above, 
and could not be changed except through legislative action. At all 
times, it was subject to legislative control and investigation by the 
budget committee of the board of estimate and apportionment. This 
is what brought about its undoing. Legislative control should have 
ceased with the authorization of the lump sum appropriations, except 
for independent auditing exercised under the supervision of the 
legislative body. The work program should have been finally pre- 
pared after, rather than before, the appropriations were made, and 
its subsequent modification to meet changed conditions should have 
been entirely an administrative matter. 

The Richmond scheme provided a work plan for only a very small 
part of the city government. In fact, nowhere in the country did 
the idea of a work program have a broad application at that time. It 
was generally restricted to certain governmental agencies or groups 
of agencies. Only when it was conceived to be a necessary step in 
, ^ See above, Figure 40, pp. 274-275. 
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the execution of the budget was its scope enlarged to take in all, or 
nearly all, of the activities of the government. This was some time 
later. The larger application of the work program did not result 
directly from budgetary development but from administrative reor- 
ganization to bring about centralized executive direction and control. 
In the reorganized city government, the manager or the mayor found 
he could not administer the financial affairs effectively without a 
work program. The governor found the same thing to be true in 
the case of the reorganized state administration. Thus, the work 
program has now become a well-recognized part of the necessary 
paraphernalia of financial management and control. 

Monthly or Quarterly Allotments. — The allotment of appro- 
priations by administrative authorities really antedates the advent of 
the work program. The earliest form of allotments was the division 
of annual appropriations into twelve equal parts, one for each month. 
This scheme was practiced in some of the state and city governments 
almost a generation ago. Its prime purpose was to prevent the 
expenditure of any appropriation at a rate fast enough to exhaust 
it before the end of the fiscal year. The ca lculation of the allot- 
ments imder this scheme was a simple mathematical process; no 
wQrk plan or program was required. In this respect, the scheme was 
purely arbitrary; it did not allow for variations in the expenditure 
demands due to seasonal, or other changes in the work. No spend- 
ing agency could be expected to spend exactly the same amount each 
month in the year. Besides, this scheme was usually imposed upon 
the spending agencies by superior authority — ^the chief accounting or 
controlling officer of the government. The experience of the spend- 
ing agencies was not considered. 

Then came the method of allotments in which the experience of 
the spending agencies %vas considered, at least, in a limited way. 
The officers of these agencies were permitted to suggest the amount 
of the allotments to be made during the year. The allotments might 
be unequal for the different months or quarters of the year in order 
to meet changed plans or conditions. They were no longer arbi- 
trarily made without any regard for administrative needs. At this 
point, the work program began to appear in some of the govern- 
mental agencies. When the administrative officer set about the task 
of apportioning the appropriation for his agency over the months or 
quarters of the year, he naturally thought about the work his agency 
was going to do. The monthly or quarterly rate of expenditure 
was determined by the amount of work he proposed to carry on, 
hence a work program was the practical result. 



464 PUBLIC BUDGETING 

The Allotment; System of the National Government , — Among the 
first of the allotment schemes which allowed the heads of spending 
agencies to exercise their discretion, was the national system pro- 
vided for by the so-called anti-deficiency act of 1906. This act 
provided that ‘'No executive department or other government estab- 
lishment . . . shall expend, in any one fiscal year, any sum in 
excess of appropriations made by Congress for that fiscal year, or 
involve the government in any contract or other obligation for the 
future payment of money in excess of such appropriations unless 
such contract or obligation is authorized by law/' It further pro- 
vided that "All appropriations made for contingent expenses or other 
general purposes, except appropriations made in fulfillment of con- 
tract obligations expressly authorized by law, or for objects required 
or authorized by law without reference to the amounts annualty ap- 
propriated therefor, shall, on or before the beginning of each fiscal 
year, be so apportioned by monthly or other allotments as to prevent 
expenditures in one portion of the year which may necessitate defi- 
ciency or additional appropriations to complete the service of the 
fiscal year for which said appropriations are made. . . Any 
administrative officer violating these provisions was to be summarily 
dismissed from office and might also be punished by a fine of not 
less than $100 o r imprisonment for not less than one month. 

This act was looked upon as an unusual law at the time ; it was 
confidently expected by congressmen to check the prevalent abuse of 
overexpenditure of appropriations. In this, however, it largely 
failed, as was evidenced by the amount of deficiency appropriations 
which Congress had to pass every year until after the national budget 
system was adopted in 1921. As a matter of fact, it does not appear 
that the departments and establishments of the government regarded 
the provisions of the anti-deficiency act very seriously before the 
budget system got under way. Some of the departments, it seems, 
never apportioned their appropriations or opened up any accounts to 
comply with the act, yet the penalties of the act were never invoked. 
Nevertheless, the act stands today on the statute books and is now 
the legal basis of the allotment system which has been recently devel- 
oped by the Bureau of the Budget, Prior to the creation of this 
Bureau, there was no central agency to see that the provisions of the 
act were carried out. Congress merely imposed certain obligations 
on the spending officers of the government, and left them to their 
own devices in meeting these obligations. 

After the Bureau of the Budget was established in 1921, the Presi- 
dent and the Director of the Budget set about the task of seeing what 
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could be done to prevent, as far as possible, the overexpenditure of 
appropriations and thus eliminate deficiencies. The result was that 
they revived the anti-deficiency act. On December 21, 1921, the 
Director of the Budget issued a circular to the heads of all the de- 
partments and establishments of the government, calling attention 
to the provisions of this act and requiring that a copy of the quar- 
terly apportionments be filed with the Bureau of the Budget and 
also any subsequent amendments to the original apportionments. 
The system did not really get under way until 1925. The reports on 
the apportionments were then filed with the division of estimates 
under the Bureau of the Budget. Revised regulations have since 
been issued from time to time by the Director of the Budget, the 
latest being embodied in Circular No. 203, dated April 6, 1927. 
Owing to the importance of these regulations in the national scheme 
for budgetary control, the provisions of this circular are quoted at 
length. They are as follows: 

1. After the passage of its annual appropriation act and prior to June 30 
of each year each department or establishment will furnish the Bureau of 
the Budget on Standard Form No. 12 a statement for each item of appro- 
priation (including permanent appropriations) known at that time to be 
available for tlie ensuing fiscal year, showing the amount apportioned for 
obligation during each quarter of the fiscal year and the amount apportioned 
to the general reserve. The same procedure will be followed with respect 
to any new item of appropriation which subsequently becomes available to 
a. department or establishment. 

2. General reserves should be provided (i) to meet emergencies that can- 
not be anticipated at the time the apportionment is made, and (2) to effect 
savings in the appropriation where such savings can be made without 
detriment to the service in question. 

3. When the amount of any appropriation is changed by an additional 
appropriation, or an addition thereto from miscellaneous receipts by appro- 
priation warrant, or a transfer thereto or therefrom by transfer appropriation 
warrant, or when for any other reason a change in an apportionment is made 
after the original statement on Standard Form No. 12 is submitted, a state- 
ment will be furnished on Standard Form No. ii showing the modified 
apportionments due to such change. 

4. Not later than the 15th of each month following the end of a quarter 
each department and establishment will furnish the Bureau of the Budget 
with a statement showing for each apportionment: (a) the amount of obliga- 
tion authorized under it by the head of the agency charged with the adminis- 
trative control of the funds of the apportionment; (b) the amount actually 
obligated under the corresponding apportionment for the quarter ending 
three months before. 

When the "'actual obligation"’ is available it should be reported under (a) 
instead of the “authorized obligation,” but the report will not be delayed for 
this purpose. 
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We reproduce herewith, as Figure 41, the Standard Form No. 12 
which is mentioned in the foregoing regulations. This form is used 
by the various departments and establishments of the national gov- 

Approved br the PnMSoi* APPORTIONMENT OF APPROPRIATION. 
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Figure 41. Form for the Allotment of Appropriations Used by the National 

Government. 
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ernment for the allotment or apportionment of each item of appro- 
priation. The net amount of the appropriation to be aliotted is 
arrived at in the caption of this form. On the first line underneath 
the caption is entered the amount of each quarterly allotment for 
the entire year, including a reserve against all the quarters. The 
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total of the quarterly allotments plus the reserve is equal to the “net 
amount to be apportioned/' Beneath this line, space is provided 
for the entry of any revisions of the quarterly allotments which 
may be made during the year. These revisions are made on Stand- 
ard Form No. ii, which is reproduced in the accompanying Figure 
42. Space is provided near the bottom of Standard Form No. 12 
for the entry of the information on performance which is required 
to be reported under paragraph 4 of the regulations. 

The'purpose of the reserve, as stated in the regulations, is to meet 
departmental emergencies that cannot be anticipated at the time the 
apportionment is made and also to effect savings in the appropria- 
tion where possible without detriment to the service. When this 
reserve was first set up for the fiscal year 1922, it was expendable 
only with the approval of the Director of the Budget, Later, this 
regulation was changed and the reserve was made expendable upon 
the authorization of the head of the department or establishment 
concerned. This change was made, so it was stated, in order to 
place full responsibility upon the heads of the spending agencies for 
conserving appropriations. There was perhaps another reason, even 
more cogent, for the change ; that was the lack of executive authority 
under the law to control the expenditure of appropriations which 
were largely regarded as grants made by Congress to the spending 
agencies of the government. Nevertheless, the result of the change 
is that the disposition of the reserve during the fiscal year is entirely 
in the hands of the spending agencies ; they set it up, and they decide 
when it should be spent. There is no fixed percentage for the re- 
serve; it may amount to as much as 10 per cent of the appropriation, 
usually about 5 per cent or even less. According to a recent annual 
report of the Director of the Budget, the reserve method has proved 
an effective means of saving funds. Nothing, however, is said about 
its efficacy in meeting emergencies. But General Lord does observe 
that it has afforded each departmental head the “opportunity of 
controlling the financial operations of his department." At the same 
time, he says, it has afforded the Bureau of the Budget the “oppor- 
tunity of observing how the financial operations of the entire federal 
service are administered."^ This is, indeed, an interesting comment 
on the extent of the budgetary control exercised by the departmental 
heads and by the Bureau of the Budget. Does it not appear from 
this that the bureau chiefs still have their own way to a very large 
extent in the expenditure of the appropriations granted by Congress ? 

^Seventh Annual Report of the Director of the Bureau of the Budget to the 
President of the ..United States, July i, 1928, p, . ii. 
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The apportionment o£ the appropriations is made by the spending 
departments and establishments on the form described above and 
filed with the division of estimates of the Bureau of the Budget. 
This is done a few days before the beginning of the fiscal year to 
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Figure 42. Form for the Revision of Allotments Used by the National Government 

(Size: 8 X loK inches.) 

which the appropriations apply. When the forms containing the 
apportionments reach the Bureau of the Budget, they are arranged 
according to organization units and placed in suitable binders. No- 
tations are made on these fortns when the apportionments are 
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modified during the fiscal year through the filing of a ^%aiver’^ by 
the department or establishment concerned. A brief record is also 
made of the quarterly report which each spending department and 
establishment is required to make to the Bureau of the Budget, 
showing the amount of obligations, actual or authorized, against 
each apportionment for the quarter just ended, and the amount 
actually obligated under the corresponding apportionment for the 
quarter ending three months before. By this method the Bureau of 
the Budget is enabled to follow the actual rate of expenditure in 
the various departments and establishments of the government. It 
may, as the staff agency of the President, caution or admonish the 
departments and establishments concerning their expenditures, but 
it has no legal authority to check or control these agencies in spend- 
ing their appropriations. In fact, the departmental heads are some- 
times powerless to control the expenditures of the bureau chiefs 
under them. The President, therefore, has no direct control either 
through the Bureau of the Budget or the departmental heads over 
the expenditure of appropriations. His advice with regard to the 
execution of the budget is respected by the spending agencies 
mainly on account of his power over appointments to the federal 
service and his authority to formulate the budget for Congress. 

T/m Prar//a’ 0/ in State Governmen ts .- — T uniing to the 

state governments, we find that allotments were first used as a means 
of current budgetary control in Illinois under the civil administrative 
code of 1917. Since that time, they have been applied for the same 
purpose in several other states, notably, Nebraska, Pennsylvania, 
Minnesota, and North Carolina.^ The general practice of these 
states with reference to allotments is discussed below. 

The Illinois allotment system was initiated under Governor Low- 
den’s administration, the detailed procedure being worked out by 
Omar H. Wright, director of finance, assisted by W. H. McLain, 
superintendent of budget. During this administration the system 
operated with notable success as a method of budgetary control. 
The succeeding governor, however, paid very little attention to the 
allotments, the result being that the procedure has not been devel- 
oped beyond the point reached at the beginning of 1921 when Gover- 
nor Lowden’s administration ended. Our description of the system, 
therefore, is based on what it was at that time. 

The provisions of the Illinois civil administrative code of 1917, 

^ Legal provisions have been made for allotments in. some other states, for 
example, Ohio, Tennessee and Virginia, which have not yet been effectively car- 
ried out in practice. Without general legal authorization, California, New York, 
and Washington have, to a limited extent, made use of allotments. 
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upon which the allotment system is based, were rather indefinite both 
as to the nature of the allotments and the procedure for making 
them/ Hence, it was necessary to supplement these provisions by 
executive orders issued through the department of finance. Accord- 
ing to these orders, all departments under the code were required to 
allot their appropriations by quarters for one year at a time. When 
the appropriations were made for a biennium, as they frequently 
were, the spending officers of the departments were asked to split 
them into two parts before allotment. It was not necessary that 
these parts should be exactly equal ; this was a matter for the spend- 
ing officer to decide in view of his expenditure needs. At the open- 
ing of each year of the biennium, allotments by quarters for that 
year were made by the spending officers of the several departments 
and filed with the department of finance. These allotments were 
divided, first, on the basis of the suborganization units of the depart- 
ments, that is, the divisions and institutions, and, second, on the 
basis of the main object classes of expenditure. The amount of 
each quarterly allotment was arrived at through a series of monthly 
estimates, it being assumed that the spending officer would use for 
this purpose something in the nature of a work program. An item 
for contingencies was set aside in connection with each quarterly 
allotment. The allotments became effective when approved by the 
department of finance, and budgetary control was exercised during 
the fiscal year on the basis of these allotments. Since the department 
of finance was empowered to audit and approve all bills before their 
payment, it was in a position to enforce the carrying out of the 
allotments. If conditions seemed to warrant a change, the allotments 
could be amended during the fiscal year with the approval of the 
department of finance. This approval was, at all times, equivalent 
to executive sanction, the department of finance being the fiscal staff 
agency of the governor. The allotment system was at that time, 
and still is, considerably hampered by the detail in which the appro- 
priations are made. The Illinois legislature has not yet accepted the 
lump sum basis of making appropriations. 

Under the provisions of a revised budget law passed in 1921, 
Nebraska adopted for purposes of budgetary control a scheme of 
allotments similar to that of Illinois. This scheme was worked out 
and installed under the direction of Philip F. Bross, who was at that 
time secretary of finance under Governor McKelvie^s administration. 
It has operated continuously since then, although under some ad- 
ministrations it has not had the wholehearted support of the gover- 
^ These provisions are quoted above, p. 455. 
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Figure 43. Form for the Allotment of Appropriations Used by the State of Nebraska. 
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nor. The procedure calls for quarterly allotments by each spending 
agency of its appropriations with approval of these allotments by 
the governor before the appropriations become available for expendi- 
ture, The allotments are made at the beginning of each biennium 
and cover the entire period, since the appropriations are made for 
two years at a time. The appropriations are made largely in lump 
sum amounts ; the method of splitting them up for the allotments 
is illustrated by the accompanying form, Figure 43. It will be seen 
from an examination of this form that the allotments are required 
to be itemized according to the general classes of expenditures. As 
a reserve against contingencies, the department of finance sets aside 
at the beginning of the biennium 10 per cent of the appropriation to 
each agency for that period and at the end of each quarter returns 
one eighth of this amount to the agency for distribution in its next 
quarter’s allotment. In this way the possibility of overexpenditure 
of appropriations is reduced to a minimum. The department of 
finance is able to keep a check on the rate of expenditure of each 
agency, since it maintains a set of appropriation accounts and audits 
all bills before payment. It, therefore, knows when the allotments 
for any quarter are being overdrawn. 

The Pennsylvania system of allotments was instituted in 1923 by 
Clyde L. King, who was then secretary of state and finance under 
Governor Pinchot. This system was operated under the department 
of state and finance until 1927, when the budgeting powers of that 
department were transferred to a budget secretary directly under 
the governor’s office. The legal provisions which authorize the 
making of allotments permit the governor to fix the period of allo- 
cation.^ Governor Pinchot fixed this period on the monthly rather 
than the quarterly basis, as is the practice in other states. Since the 
appropriations are made in lump sum amounts for the entire bien- 
nium, it is necessary to split these amounts in order to arrive at the 
apportionment for each of the two years. In the case of appropria- 
tions for operating purposes, 48 per cent is set aside for the first 
year of the biennium. This leaves 52 per cent for the second year, 
2 per cent of which is held as a reserve against the contingencies 
of the first year. A smaller percentage, usually 38 or 40 per cent, 
of the appropriations for construction purposes is apportioned to 
the first year. The monthly allotments are then prepared by the 
several spending agencies for each year of the biennium, with the 
possibility of revision at any time during the year. Before giving 
his approval to these allotments, the governor may request the 

^ See above, p. 455, for these provisions. 
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spending agencies to revise and resubmit them. In carrying out the 
allotments, the spending agencies are put entirely upon their own 
responsibility ; no central accounting control is provided to see that 
they keep within their allocations. These agencies, however, are 
required to submit monthly reports to the budget officer, showing 
their authorizations and expenditures in relation to their allotments. 
In this respect, the method is similar to that followed by the national 
government, which we have described above. 

The Minnesota reorganization act of 1925 provided that all appro- 
priations, before they are available for expenditure, must be allotted 
on a quarterly basis by the spending agencies concerned and these 
allotments must be approved by the commission of administration 
and finance. This commission is head of the department of admin- 
istration and finance, and, as we have already pointed out, consists 
of three members appointed by the governor. The allotments are 
made for one quarter at a time, not for the year or the biennium 
covered by the appropriations. They are required to be in the hands 
of the commission by the middle of the month preceding the quar- 
terly period to which they apply. They may be amended during the 
period with the approval of the commission. The lump sum appro- 
priations are allotted on the basis of the object classification of ex- 
penditures, which goes into considerable detail. Central accounts 
are kept in the department of administration and finance under the 
direction of the comptroller, who is a member of the commission. 
His approval is necessary before any contracts can be entered into 
involving the expenditure of money or before any bills can be paid. 
In this way, he maintains control over the expenditure of the appro- 
priations according to the allotments. No reserve is set aside for 
contingencies arising during the quarter. The unexpended balance 
of any quarterly allotment is available for future allotments within 
the fiscal year. 

Incidentally, the Minnesota system of allotments and budgetary 
control has been challenged in the courts. The University of Minne- 
sota in a recent case (decided by the state supreme court on July 
27, 1928) succeeded in having the procedure, as applied to it, de- 
clared unconstitutional. In this decision, the court intimated that 
the same conclusion might be reached with reference to the inde- 
pendent administrative officers, namely, the attorney general, the 
auditor, the treasurer, and the secretary of state. 

The North Carolina system of allotments was provided for by 
the state budget law of 1925. It was installed by Henry Burke, 
budget assistant to Governor McLean. Under this system, the 
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allotments are prepared by the spending agencies on a quarterly 
basis, one quarter at a time. All appropriations can be freely allotted 
since they are made in lump sum amounts.^ Each spending agency 
is voted an appropriation for operation and maintenance and another 
one, if needed, for permanent improvements. The former appro- 
priation is allotted by quarters and the latter by projects. The allot- 
ments for administration, operation and maintenance (referred to 
simply as maintenance) are made upon a form v^hich is reproduced 
herewith as Figure 44 . It will be noted that this form shows the 
estimated expenditures for the quarter just coming to a close and 
the actual expenditures for the corresponding quarter in each of the 
two preceding years. This comparison with previous expenditures 
should be of value in approving the allotments ; it has much the same 
significance that attaches to it on the estimate forms. The last two 
columns om the form show the unallotted appropriations and the 
proposed allotments for the quarter immediately ahead. The itemi- 
zation of the allotments is made along bureau, division, or activity 
lines. This form is supported by two other forms. One of these 
distributes the proposed allotments according to the main object 
classes of expenditures, while the other elaborates on the comparative 
figures. The appropriations for permanent improvements are al- 
lotted by projects on another form. These allotments continue in 
force until the projects are completed. All proposed allotments are 
required to be filed with the governor by the spending agencies at 
least twenty days before the beginning of the quarter to which they 
relate. The governor may modify the proposed allotments, if he 
deems it necessary, before approving them. Upon approval, the 
governor sends a copy of the allotments to the state auditor, who is 
required to control the expenditures accordingly. The auditor's 
control extends to all moneys which are appropriated directly out of 
the state treasury. Several of the spending agencies, however, are 
allowed to retain certain receipts which they take in and to expend 
them for maintenance purposes. While these receipts, together with 
the direct appropriations, are included in the allotments, the auditor 
does not exercise any preaudit control over them. The spending 
agencies are required to submit monthly reports to the governor and 
the auditor on the condition of their allotments, thus requiring a sys- 
tem of departmental bookkeeping. From the standpoint of budg- 
etary control, this system resembles the one installed under Governor 
Pinchot in Pennsylvania, 

Among the partial allotment schemes, that of New York State 
^ See above, pp. 
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is perhaps the most interesting. Under the so-called legislative 
budget system, adopted in 1916, the New York state appropriations 
were highly itemized, even those for the maintenance of state in- 
stitutions. But in 1921, the legislature began to make lump sum 
appropriations to many of the state institutions, specifying that not 
to exceed a certain portion of these lump sums should be expended 
in each case for personal services. Each institution receiving appro- 
priations of this kind was required before the beginning of the 
fiscal year to file a schedule with the legislative budget committee, 
the state comptroller, and the civil service commission, showing in 
detail how the amount was to be expended during the budget period. 
This gave some flexibility to what had previously been very rigid 
appropriations. In 1925 the legislature provided that a copy of the 
schedule be filed with the governor as well as with the other agencies 
mentioned above, and that it must be approved by the governor, the 
chairman of the senate finance committee and the chairman of the 
assembly ways and means committee before any expenditures were 
made from the appropriation. Thus the governor was permitted 
to share with the representatives of the legislature in budgetary con- 
trol over these institutions. Later (in 1927), the use of lump sum 
appropriations was somewhat extended, but the legislature kept its 
control over the apportionment of these appropriations by requiring 
the chairmen of the two committees and the governor, as a third 
party, to approve the schedules. Changes or modifications of the 
schedules during the budget year had to be approved by the same 
officials before they were effective. Although the New York legis- 
lature has changed slowly in these instances from the use of highly 
segregated appropriations to lump sum authorizations, it has still 
retained almost the same rigid control by its method of approval of 
the lump sum apportionments. Will this procedure be changed when 
the so-called executive budget system, provided for by constitutional 
amendment, becomes fully operative in 1929? Unless it is, can 
we say that New York state has real executive direction in carrying 
out the budget? ^ 

^ At this writing (June, 1929), a muddle' in the fiscal aflairs of the state 
exists over this very procedure. Governor Roosevelt asked for lump sum appro- 
priations in the case of certain departments and institutions with the proviso that 
these amounts were to be expended in accordance with detailed schedules approved 
by him. The legislature amended the governor’s appropriation bill by adding 
that these schedules must also be approved by the chairman of the senate finance 
committee and the chairman of the assembly ways and means committee. There- 
upon, the governor vetoed the items in the bill which were affected by this provi- 
sion. He then submitted to the legislature two supplementary bills, one present- 
ing the items which he had vetoed in lump sum amounts and the other setting 
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’Allotment Sysiems in Local Governments . — Among the local gov- 
ernments, there are a number of cities, principally those with the 
manager form of government, which use the allotment system as a 
method of budgetary control. This practice has developed mainly 
within the last decade, although Washington, D. C., was required to 
follow it somewhat earlier. 

By reason of the fact that the District of Columbia is controlled 
by Congress, the allotment scheme of the federal anti-deficiency act 
of 1906 was applied to the expenditures of the District in 1913 
through a provision inserted in the appropriation act for that year. 
As we have noted above, this procedure was not fully effective until 
after the national budget system was established. The allotments 
are now prepared on a quarterly basis by the spending agencies of 
the District, reviewed by the District commissioners, and filed with 
the District auditor. The District auditor exercises current, or pre- 
audit, control over the expenditures according to the allotments. 
Since the budget of the District of Columbia is part of the national 
budget, copies of the allotments are filed with the Bureau of the 
Budget and periodic reports are made in the same manner as in 
the case of the regular departments and establishments of the 
government.^ 

Berkeley, Cali format affords one of the best examples among the 
manager-governed cities of the use of allotments^ The Berkeley 
scheme was devised by J. H. Jamison, budget officer to Manager 
John N. Edy. The basic purpose of the scheme is to control the 
timeliness of expenditures. The heads of the different spending 
agencies are required to divide their appropriations, before the begin- 
ning of the fiscal year, into twelve parts, called ''splits/^ These 
splits, which are to be applied to the future months, are not neces- 
sarily equal; since they follow the work program of the agency for 
the year, they are rarely the same amount. The appropriation for 
each spending agency is not only divided into twelve parts, but each 
of these parts is further segregated according to certain major 
classes of expenditure. The monthly splits are filed with the budget 
officer, where they are reviewed and approved. They then become 


forth the same items in detailed form. The legislature, he stated, might take its 
choice of these bills. But the finance committees drafted a supplementary bill to 
their own liking, which, although it followed in the main the governor’s detailed 
bill, contained the provision that had led to the veto in the first case. The gover- 
nor again vetoed certain sections of this bill with the idea of eliminating this pro- 
vision. The matter is now before the courts for a ruling on whether the legisla- 
tive action is within the letter and spirit of the budget amendment 
^For a discussion of this procedure, see above, pp. 464-469. 
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the means o£ budgetary control during the year. This control is 
exercised by the budget officer through a preaudit system. A spend- 
ing agency may exceed its monthly allotments under certain circum- 
stances and within certain limits with the approval of the manager, 
but the subsequent allotments must be adjusted to take up the over- 
run. In this way, small operating contingencies can be taken care 
of during the year. However, the council has provided the manager 
with an appropriation, called an ''emergency fund,'’ which the latter 
can use to meet any real emergencies that may arise. A report is 
prepared by the budget officer at the end of each month showing the 
status of all allotments.^ 

As the first city manager of Knoxville, Tennessee, Louis Brown- 
low conducted an interesting experiment in the use of allotments as 
a method of controlling expenditures. Mr. Brownlow's previous 
experience as a commissioner of the District of Columbia and as city 
manager of Petersburg, Virginia, had given him ample opportunity 
to observe and to apply different methods of budgetary control. 
He had worked under the federal scheme of quarterly apportion- 
ments as applied in the District of Columbia, which he believed to 
be too mechanical and too rigid in some respects. Pie had also 
managed the finances of the small city of Petersburg by the use 
of a kind of monthly check system which he personally devised and 
applied for his own information. Upon going to Knoxville in the 
fall of 1923, he decided to use a modified scheme of monthly allot- 
ments. This scheme was suited to the varying needs of the different 
departments. In the police and fire departments, where more than 
90 per cent of the total appropriations was for personal services, an 
allotment into approximately twelve equal parts was considered near 
enough for practical purposes. A different method was used in the 
department which handled the public works functions, such as, 
streets, sewers, street cleaning, garbage collection, water supply, and 
street lighting. The appropriations for ordinary operation were 
divided into approximately twelve equal parts, but those for main- 
tenance and construction were allotted on the basis of a work pro- 
gram. For quick reference, the allotments for the year were plotted 
on a curve chart; as the expenditures were made from month to 
month, another curve was added to the same chart, thus showing 
graphically the relation between the allotments and the actual ex- 
penditures. A similar method was used in the other departments 
having appropriations for maintenance and construction work. In 

^ For a more detailed discussion of the Berkeley system, see J. H. Jamison, “How 
Berkeley Controls Its Municipal Expenditures,” The Tax Digest, October, 192B, 
PP- 33i-335‘ 
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the case of the public schools, a work program was made which al- 
lotted nearly all of the appropriations for repair work to the summer 
months, thus permitting this work to be done when the schools were 
not in session. Although the appropriations were not made in lump 
sum amounts, this allotment scheme gave considerable flexibility to 
the expenditure, so that it was seldom necessary for the manager 
to go to the council for transfers. Through a mechanical bookkeep- 
ing system which Mr. Brownlow had installed, he received daily 
statements of the city’s financial operations. He also had semi- 
monthly statements prepared which showed for each department 
and each item of appropriation, the expenditures for the semi- 
monthly period, the expenditures of the fiscal year to date, and the 
unencumbered balance of appropriations. These statements were 
discussed at a conference of the department heads and the rate of 
expenditure was readjusted whenever it became necessary. In this 
way, the department heads became acquainted with each other’s 
needs and the manager was enabled to supervise the expenditures.^ 
In 1927 the board of supervisors of the city and county of Hono- 
lulu, Territory of Hawaii, under the guidance of Henry P. Seide- 
mann of the Institute for Government Research, provided for the 
allotment of appropriations. The allotments are made on a quarterly 
basis, one quarter at a time. The head of each spending agency is 
required to submit a schedule of proposed allotments to the board of 
supervisors for approval at least fifteen days before the beginning 
of the quarter. These allotments are accompanied by what is called 
a ‘‘budget program,” which is merely another term for a work pro- 
gram. Both the work program and the proposed allotments are 
passed on by the finance committee of the board of supervisors which 
makes recommendations as to the action which the board as a whole 
is to take. All bills and claims against the appropriations are checked 
by the secretary of the finance committee before payment, thus 
providing a kind of preaudit conducted under the direction of the 
board of supervisors. Here we have a scheme of allotments which 
affords the means of legislative, rather than executive control, over 
the execution of the budget. The legislative body not only votes the 
appropriations, but it controls the month to month expenditure of 
these appropriations. As we have stated earlier, we believe that the 
execution of the budget is not a function of the legislative body. Of 
course, where the governmental unit is without an executive head, 
or where it has a plural executive in the form of a commission which 

^See Mr. Brownlow*s disctassion in the Proceedings of the Governmental 
Research Conference for 1927 , pp. 10-1 99* 
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is also the legislative body, there are oftentimes great practical diffi- 
culties in the way of divorcing the execution of the budget from the 
legislative body.^ 

Significant Features of the Allotment System , — Let us note the 
significant features of the state and city allotment systems which 
we have just described. The allotments are generally made by quar- 
terly periods in the states and by monthly periods in the cities. Some 
notable exceptions are the state of Pennsylvania, which uses the 
monthly period, and Washington, D. C., to which the federal quar- 
terly period is applied. The allotments are generally projected over 
the entire fiscal year — in some states, over the biennium — covered 
by the budget; that is, all quarters or months are allotted at the be- 
ginning of the year, subject to later revision if it becomes necessary. 
Only in a few cases are the appropriations allotted for one quarter 
or month at a time, the subsequent quarters or months of the year 
remaining unallotted until they are reached. The allotments are 
prepared in the first instance by the spending agencies and are fre- 
quently based on some kind of a work program. A small reserve, 
amounting to from 2 to 10 per cent of the total appropriation for 
current purposes, is sometimes set up for the purpose of meeting 
contingencies which may arise during each year. All proposed allot- 
ments, as prepared by the spending agencies, are submitted to a 
central authority, usually the executive or his budget staff agency, 
for approval before they become effective. In most cases, the allot- 
ments may be revised before approval, if the executive or other 
agency deems it necessary. When approved, the allotments become 
a means of budgetary control. This control is exercised either 
through a preaudit of all bills by a central administrative authority, or 
through periodic reports, usually made each month, by the spending 
agencies. Of these methods of control, we shall say more in the 
next chapter. 

Should the allotments be made for quarterly or monthly periods? 
Quarterly allotments would seem to be adequate for purposes of 
budgetary control. Reports on how the allotments are being carried 
out should be made each month. In this way, the chief executive or 
administrator can keep informed as to the trend of expenditures. 
Any readjustment in the work program or the allotments can then 
be made at the beginning of the next quarter. This presupposes that 
the allotments are projected over the entire fiscal year at the begin- 
ning, instead of merely a quarter at a time. The practice of includ- 

^ Mr. Seidemann also installed a scheme of allotments in the territorial govern- 
ment of Hawaii in 1927. These allotments, however, are under the supervision 
of the governor who has the assistance of a budget director. 
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ing the whole year at once seems quite desirable. It enables the 
chief executive or administrator to know the rate of proposed ex- 
penditures throughout the year; therefore, he can plan not only to 
keep within the appropriations but also to have sufficient money in 
the treasury to meet all bills as they are presented for payment. 
Besides a quarter is too brief a period for a satisfactory work pro- 
gram. Such a program should extend over a year, thus presenting 
a complete cycle of work so far as seasonal and other variations are 
concerned. Some state governments project the allotments over two 
years, namely, the biennium covered by the budget. Of course, a 
work program can be made on a biennial basis, but it is likely to be 
rather indefinite as to the details of the second year of the period. 
This, however, can be remedied by a general revision of the program 
at the end of the first year. A rigid program for a period of two 
years should not be attempted, even though the appropriations are 
made for the whole period rather than for each year of the biennium. 

The allocation of appropriations may be made according to any 
one of three methods. The first method is purely mathematical ; it 
involves merely a division of the appropriation into four or twelve 
parts, depending upon whether quarters or months are used as the 
basis of the allotment. Except with respect to those expenditures 
which do not vary from month to month, such an apportionment can 
bear only an accidental relation to actual work requirements. The 
second method is based entirely on past experience. According to it, 
the allotments are arrived at by taking a percentage of the total 
appropriation, which percentage is secured through a kind of statis- 
tical analysis of the last completed year’s expenditures. For exam- 
ple, the Rochester (New York) board of education has prepared 
tables annually since 1922 which show the percentage of expendi- 
tures for its major subdivisions during each month of the fiscal 
year. At the beginning of each fiscal year, the corresponding per- 
centages in these experience tables, usually the averages of the two 
latest completed fiscal years, are applied to the appropriation for 
each major subdivision of the authorized budget. This method of 
allotment may be objected to mainly on the ground that it is based 
upon a past rate of expenditure rather than upon future needs or 
requirements. It looks to the past rather than to the future. It 
assumes that the work of the spending agency has been fully devel- 
oped and has become more or jess stable. Such is never really the 
case. Furthermore, it tends to mold all future allotments in the 
form determined by the two fiscal years on whose average the first 
allotment is made. The method of making allotments has as 
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its basis a work program. As we have already indicated, this is 
the most desirable method from the standpoint of budgeting. While 
it makes use of past experience, it permits the allotments to be shaped 
according to future policy and needs. 

Preparation and Revision of Allotments . — The requests for allot- 
ments should be prepared in all cases by the spending agencies. It is 
essential to good administration that the head of each spending 
agency should be required to think seriously about the proposed work 
of his agency in relation to the total amount of money which has 
been made available for its use. Having done so, it should be com- 
paratively easy for him to allocate this money to the different quar- 
ters of the fiscal year. 

In order to prepare the allotments, the spending agencies should be 
furnished with a suitable form. Such a form is presented herewith 
in Figure 45. It is designed for use in local governments, particu- 
larly cities ; however, it can be used in state governments. It may 
be any standard size, preferably 14 by 17 inches with the caption 
running the narrow way.^ The allocation which is prepared at the 
beginning of the fiscal year is the “original allotment'’ ; each subse- 
quent change made in the original is an “amended allotment." If 
any deductions are made from the gross appropriation, such as a 
percentage of salaries for a pension reserve, these are computed 
in the box at the top of the form. The net appropriation is then 
carried to the first line underneath the columnar headings and dis- 
tributed as a total to the four quarters and the reserve. Beneath this 
line, the details are presented according to the major groups shown 
on the work program. Lengthy itemization should be avoided; 
nothing like the same detail should be presented here as in the case 
of the estimates. Suborganization units (bureaus, divisions, or 
institutions) supported by major activities, or suborganization units 
supported by major object groups, preferably the former, are quite 
sufficient on the allotment form. Each lump sum appropriation 
should be allocated on a separate form. 

The allotment form should be prepared in triplicate by the spend- 
ing department or agency, all three copies being sent to the executive 
or his budget office. Each allotment should be supported by a full 
explanation of the work program for the year. The executive, 
either personally or through his budget staff agency, should review” 
the requested allotments in the light of the work program. If he 
deems it necessary, he should have the right to revise, alter, or 
^See above, with respect to the estimate forms, p. 254. 




Figuee 45, Suggested Allotment Form for Local Governments. 
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change the allotments before approving them. Any revision should 
be made after conference with the head of the spending agency con- 
cerned, so that he will understand just how and why his work pro- 
gram has been changed. The executive should send a copy of the 
approved allotments to the controller or other chief financial officer, 
also a copy to the head of the spending agency concerned, and he 
should retain a copy in his office or in that of his budget staff. The 
allotments as filed with the controller or other financial officer should 
be made the basis of accounting control over the expenditure of the 
appropriations. 

Whenever the head of any spending department or agency thinks 
it necessary by reason of changed conditions, he should be allow'ed 
to revise his work program at the beginning of any quarter during 
the fiscal year. He should then submit the revised program to the 
executive with a request for an amendment of the allotments for the 
remaining quarters of the year. The form described above (Figure 
45) may be used in requesting the amended allotments. If, upon 
a reexamination of the work program, the executive should decide 
to approve the amended allotments, then the same procedure should 
be followed as in making the original allotments. In this way budg- 
etary control may be established at once on the basis of the amended 
allotments. 

In order to provide some leeway for meeting contingencies which 
may arise during the fiscal year in the expenditures for administra- 
tion, operation and maintenance of the various spending departments 
and agencies, the executive should require the head of each such 
department or agency, in making the original allotments, to set aside 
S or 10 per cent of the total amount appropriated as a reserve. At 
any time during the fiscal year, this reserve, or any portion of it, 
may, with the approval of the executive, be returned to the appro- 
priation to which it belongs and be added to any one or more of 
the allotments. Whenever such action is taken the controller or 
other financial officer should be notified at once, so that the proper 
adjustments can be made in the accounts. It seems hardly necessary 
to return a definite percentage of the reserve each quarter whether 
it is needed or not. During the fiscal year, the unexpended and un- 
encumbered balance of any quarterly allotment should be carried to 
the reserve. This would increase the reserve. Any unused portion 
of the reserve, remaining at the end of the fiscal year, should be 
regarded as an unexpended balance of the appropriation. 

Monthly reports on the rate of expenditure under the approved 
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allotments should be prepared by the controller or other finandal 
officer/ These reports should be gotten out as early as possible 
after the close of the month; they should not be delayed beyond 
the tenth day of the succeeding month. A copy of each report 
should be sent to the executive, or his budget officer, and also to the 
spending agency concerned. We shall discuss this again under the 
next chapter. • 

Adjusting Actual to Authorized Expenditures.— Some dis- 
crepancies are almost certain to arise during the fiscal period between 
the actual and the authorized expenditures which have to be adjusted 
in one way or another. There are two main causes of such discrep- 
ancies. One cause is the overexpenditure of appropriations, which 
may be due to detailed and rigid itemization, to estimating too far 
ahead of the fiscal period, to general laxity of budgetary control, or 
to a combination of these conditions. The other cause is the rise of 
emergencies, calling for expenditures which could not be anticipated 
at the time the appropriations w^ere made. 

There are, in practice, six general methods of making adjustments 
between the actual and the authorized expenditures, which involve 
the use of the following: (i) CGrrective budgets, (2) supplementary 

or additional appropriations,, ,(3} deficiency appropriations, (4) 

transfers, (5) administrative grants or appropriations, and (6) 
gross appropriations against contingencies. The first three methods 
are essentially legislative in character; the fourth is sometimes legis- 
lative, sometimes administrative; vffiile the last two are generally 
administrative. 

The ^^corrective budg et'" is a term derived from European prac- 
tice. It means a second budget passed sometime during the fiscal 
year, the purpose of which is to adjust the original budget. Thus 
two budgets are passed for the same fiscal year, one before the year 
begins and the other near the middle of the year. Both are complete 
budgets from the standpoint of expenditures and income, the sec- 
ond, or corrective, budget superseding the first, or original, budget 
as soon as it is adopted. This amounts practically to budgeting for 
six months at a time. Besides, it involves double consideration of 
the financial proposals on the part of the legislative body. While 
corrective budgets have been used at one time or another in certain 
European countries, notably France and Italy, they have not been 
employed in the United States. Our governmental units do not coni- 

^This assumes, of course, that the general accounts of the government are 
centralized in one office. See below, pp. 
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pletely make over their budgets during the fiscal year.^ We may, 
therefore, dismiss this method as being foreign to American practice. 

The votingof supplementary or additional appropriations is a very 
common practice in American governments, especially in the local 
governments. Such appropriations are passed at various times dur- 
ing the fiscal year and usually augment the appropriations already 
voted. This is more likely to occur where the legislative body meets 
frequently, as in the case of city councils. Not all supplementary 
appropriations are additions to authorizations already provided in 
the original budget; sometimes such appropriations are made for 
entirely new purposes. This means that the expenditure side of the 
budget is being not only supplemented but more or less refashioned 
during the year. This is a serious matter from the standpoint of 
budgetary control, since very little attention is usually given to the 
income available for financing the supplementary appropriations 
when they are adopted. The original budget can in this way be 
completely thrown out of balance. In order to prevent such a situa- 
tion from arising, limitations are sometimes imposed on the legisla- 
tive body in voting supplementary or additional appropriations. For 
example, the city manager charter of Cleveland, Ohio, provides (sec. 
67) that the council can vote additional appropriations during the 
year only when the ‘‘total accruing revenues of the city [govern- 
ment] shall be in excess of the total estimated income'^ as set forth 
in the budget. But even this provision does not prevent the council 
from disrupting the budgetary balance. An unusual inflow of 
revenues during the early part of the fiscal year might give the 
impression that the income counted on in the budget would be 
exceeded- The council would then make additional appropriations 
only to find the revenues had declined for the remainder of the year, 
resulting in a deficit. 

Deficiency appropriations are usually made at or near the end 
of the fiscal year. They are in effect supplementary or additional 
appropriations which are made after the obligations have been in- 
curred rather than in anticipation of them. The spending agencies 
are permitted to exceed their appropriations and the claims thus 
originated are later presented to the legislative body for action. 
These claims cannot, as a general rule, be refused by the legislative 
body; they must be provided for no matter what may be the effect 
on the budget. Such practice, if carried too far, may therefore break 

^ We do have what are called "supplementary budgets,” but these are really 
only additions to the original budget proposals which are submitted to the legis- 
lative body by the budget making authority before the original proposals are 
finally voted. They are not corrective budgets. See above, pp. 393-398. 
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down all budgetary control. It has at times reached the danger point 
in the national government. Year after year Congress has been 
asked to pass a large number of deficiency appropriations. Although 
the operation of the national budget system has tended to reduce the 
deficiency appropriations, they are by no means eliminated.^ Several 
state legislatures also follow the practice of making deficiency appro- 
priations, not realizing that such appropriations constitute perhaps 
the most undesirable method of adjustment between the actual and 
the authorized expenditures. 

i The power to make traps fes between appropriations is widely 
used, not only in this country but abroad. In England, it is known 
as 'Virement.'' It may be exercised directly by the legislative body, 
or it may be delegated by this body to the executive or some special 
agency. While transfers are commonly made in the appropriations 
of our state and local governments, they are not used except to a 
very limited extent in the national government. Congress has only 
granted the right to make transfers with respect to the appropriations 
contained in the agricultural appropriation act. For several years 
this act has carried a section which provides that, with the approval 
of the Secretary of Agriculture, not to exceed 10 per cent of any 
appropriation item for the general expenses of the bureaus, divisions, 
or offices within the department may be available interchangeably for 
expenditure in connection with the other items. In many state and 
local governments, there is no restriction on the transfer of appro- 
priations except that imposed by virtue of the fund requirements ; 
that is, moneys appropriated from one special fund are not ordinarily 
transferable to and expendable under appropriations made from 
another special fund. Sometimes, other restrictions are imposed, 
such as limiting the transfers to certain classes of expenditures, or to 
a definite part of the fiscal year. The uniform budget law for cities 
of the state of Washington, for example, provides that transfers 
may not be made between certain general classes of expenditures : 
viz., salaries and wages, maintenance and operation, capital outlay, 
and interest and debt redemption. Again, the uniform budget law 
for New Jersey municipalities provides that transfers may not be 
made except during the last two months of the fiscal year. 

The power to transfer appropriations appears to be generally 
regarded as a legislative function. In local governments, where the 
legislative body meets frequently throughout the year, it usually 
reserves to itself the right to pass on all transfers. This is true in 
the case of most of the large cities, whether they are operated under 

See above, pp. 394-396. 
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the manager or the mayor forms of government. Where the legis- 
lative body does not ordinarily meet but once a year or a biennium, 
as in the state governments, the right to make transfers is usually 
delegated to the executive or some specially constituted agency. In 
Kansas, for example, transfers are authorized by the governor; in 
New Jersey, they are authorized by the state house commission, 
consisting of the governor, the comptroller, and the treasurer; and 
in Ohio, they are authorized by the controlling board, consisting of 
the governor, or his representative, the attorney general, the auditor, 
and the chairmen of the finance committees of the senate and of the 
house of representatives. The legislature, in the last instance, has 
retained direct representation on the body which makes the transfers. 

Transfers are, of course, the inevitable result of detailed appropri- 
ations. They are the means of giving, as is often stated in budget 
legislation, “some degree of flexibility to the appropriations.” They 
seem to provide the easiest way of getting around the numerous re- 
strictions which highly itemized appropriations place upon the admin- 
istration. Transfers, as such, are not particularly objectionable ; they 
are merely indicative of a method of making appropriations which 
should be changed. When lump sum appropriations are made, as 
we have suggested in an earlier chapter, the need for transfers is 
immediately reduced to a minimum.^ It may then be necessary to 
transfer between the lump sums appropriated to organization units, 
but that is all. 

One should not overlook the fact, however, that the use of trans- 
fers may, in the end, defeat the very purpose which the legislative 
body had in mind when it voted the detailed appropriations. Such 
appropriations may be completely changed during the course of the 
fiscal year by the extensive application of the power to make trans- 
fers. The recent experience of the state government of Indiana 
supports this view. In the budget report to the governor for the 
biennium, 1927-1929, the state budget committee says (p. 3) that the 
original appropriations have been changed by additions or deductions 
on account of transfers to such an extent that in many instances 
there is little or no resemblance between them and the final authori- 
zations. In other words, the detailed stipulations of the legislature 
are rendered more or less null and void before the fiscal period is over 
by the great number of transfers between the various appropriations. 
This means that the transfers have practically destroyed the object 
of the segregated appropriations. It seems rather comic that legisla- 
“■ See above, pp. 144-146. • . 
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tive bodies should persist in making detailed appropriations only to 
see them unmade later by the transfer method. 

Administrative grants or appropriations are not uncommon in 
many countries. The Governor General of Canada, for example, may 
draw his warrant upon the treasury in the event moneys, which have 
not been authorized, are needed to meet certain contingencies arising 
during the fiscal year.^ This has been criticised as being a usurpa- 
tion of legislative prerogatives. Nevertheless, we have something 
of a similar character in some of our state governments, notably in 
Ohio and Vermont. There is an emergency board in Ohio, con- 
sisting of the governor,, the chairman of the senate finance commit- 
tee, and the chairman of the house finance committee. In case of 
a deficiency in any appropriation for the operating expenses of a state 
agency, or in the event of an emergency requiring the expenditure 
of state funds, the emergency board has authority, upon proper ap- 
plication, to create obligations within the scope or purpose of the 
original appropriation or to expend money not specifically provided 
for by law. Vermont has a board by the same name, which con- 
sists of five members, the chairmen of the wa3^s and means commit- 
tees of the two houses of legislature being added to the three officers 
mentioned above. This board has somewhat broader powers than 
that of Ohio; in the words of the law, it has '^authority to make 
any expenditures necessitated by unforeseen emergencies and may 
pledge the credit of the state for the same.’^ It is, in brief, per- 
mitted to borrow money to meet the obligations which it creates. Of 
course, in both Ohio and Vermont the legislature is represented on 
the board, hence the board's action cannot be said to be purely admin- 
istrative in character. These boards may even be regarded, in a 
way, as being an extension of the legislature over the period when it 
is not in session. 

r Gross appropriations, which can be drawn upon whenever con- 
tingencies or emergencies arise, are frequently found in our state 
and local governments. Some times they are erroneously called 
‘Tunds," but more often they are referred to as ‘^contingency’ ' or 
‘‘emergency" appropriations. The procedure for setting up and 
using a gross appropriation for contingent purposes is simple. It is 
authorized by the legislative body, just like any other appropriation, 
at the time the budget is acted upon. From time to time during the 

^In' England, expenditures in excess of appropriations can be made with the 
sanction of the Treasury. Such expenditures are met out of the “civil contingency 
fund,’* which is a general emergency fund for the whole government, or out of 
extra receipts. In any case, these expenditures must be subsequently regularized 
by what is called an “excess vote” of the House of Commons. 
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fiscal period, parts of it are transferred to other appropriations or 
apportioned directly to meet urgent expenditure needs either by the 
legislative body or by some administrative agency. The total amount 
of such appropriation varies, depending upon legal provisions or 
practice; it may bear a definite relation to the aggregate expenditures 
of the governmental unit, or it may not. For example, the uniform 
laws governing local budgets in both New Jersey and Ohio provide 
that an appropriation for contingencies may be set up by each 
governmental unit not to exceed 3 per cent of its total budget (in 
New Jersey), or 3 per cent of its total current expenses (in Ohio). 
The city of Boston sets up a "‘reserve fund’’ of a half million dol- 
lars in each annual budget for contingent expenses and transfers. 
This amounts to about i per cent of the total budget. The state of 
New Jersey has an “emergency fund,” which at one time amounted 
to a half million dollars for each fiscal year, but it has recently 
been reduced to a quarter of a million dollars. This appropriation 
is expended under the direction of the state house commission (gov- 
ernor, comptroller, and treasurer) ; it is commonly used to supple- 
ment other appropriations rather than for strictly emergency pur- 
poses. The state of California provides a similar “fund,’’ which, 
for the biennium, 1927-29, amounted to a million dollars. It is 
expended by authority of the state board of control (governor, state 
controller, and director of finance) for emergencies. Emergencies, 
however, are loosely defined as “contingencies for which no provi- 
sion or insufficient provision has been made in the appropriation 
act.” Such appropriations or “funds” as these are unnecessary, 
except to meet real emergencies. Under proper budgetary control, 
all ordinary variations between the actual aiid the authorized ex- 
penditures can, and should, be met without resort to the use of a 
gross appropriation. 

The various devices for adjusting actual to authorized expendi- 
tures, which we have described above, are largely mere expedients 
rather than genuine aids to budgetary control. If they are applied 
on an extensive scale or without careful discrimination, they may 
entirely change the original budget during the fiscal period or 
completely throw it out of balance. Such results tend to destroy 
real budgetary control. How then should we go about making the 
necessary adjustments between actual and authorized expenditures? 
There are two kinds of adjustments which need to be made during 
the fiscal period. One consists of ordinary adjustments, due to 
minor contingencies which arise currently in the conduct of any 
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business; the other of extraordinary adjustments, which are neces- 
sary by reason of emergencies that cannot be anticipated. 

All ordinary adjustments can be adequately taken care of through 
a small reserve set up in connection with quarterly allotments which 
are based upon a work program. We have explained how this can 
be done in the preceding section of this chapter. By this method, 
expenditures may not only be adjusted to meet all ordinary varia- 
tions, but they may also be adjusted to diminished revenues during 
the fiscal year, that is, revenues wdiich do not materialize to the 
extent of the budget estimates. The latter is most important, at 
times, as we shall explain in the subsequent part of this chapter. 
Of the various other devices mentioned above, only the corrective 
budget makes possible this adjustment between expenditures and 
unrealized revenues. 

In making extraordinary adjustments in expenditures as a result 
of emergencies, it may be necessary to authorize new or additional 
appropriations during the fiscal year. Such appropriations, however, 
should always be limited to real emergencies. In order to do this, 
the term ^'emergency'^ must be defined, which is not an easy matter. 
Perhaps one of the best definitions of this term is to be found in 
the uniform’ budget law for cities in the state of Washington (Ch. 
158, Laws of 1923, sec. 6) which speaks of an emergency as being 
^'caused by fire, flood, explosion, storm, earthquake, epidemic, riot 
or insurrection or for the immediate preservation of order or public 
health, or for the restoration to a condition of usefulness of any 
public property the usefulness of which has been destroyed by acci- 
dent, or for the relief of a stricken community overtaken by calamity, 
or in settlement of approved claims for personal injuries or property 
damages, exclusive of claims arising from the operation of any 
public utility owned by the city or town, or to meet mandatory 
expenditures required by laws enacted since the last budget was 
adopted/^ In making appropriations for emergencies in local gov- 
ernments, more than just a majority vote of the legislative body is 
usually required; ordinarily a two-thirds’ vote — sometimes, even a 
unanimous vote — is necessary. Such appropriations are generally 
financed from surpluses built up in the past, or from unanticipated 
revenue collections of the current year, or from temporary loans. 
If from temporary loans, definite provisions should be made for 
the repayment of these loans in the succeeding budgets. In state 
governments, the governor or a special agency may be given the 
power to authorize expenditures for emergencies, or the legislature 
(if not in regular session) may be called into extra session by the 
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governor to vote such expenditures. Provisions should be made for 
financing such expenditures at the time they are authorized or in 
connection with the succeeding budget. Otherwise, the budget bal- 
ance may be endangered by these expenditures. A somewhat dif- 
ferent situation exists in the national government, especially in the 
case of war emergencies. These require a special procedure which 
may vary depending upon conditions. England resorts to a ‘Vote 
of credit’' for such emergencies.^ 

Scheduling of Anticipated Income. — Control over the income 
side of the budget is directed toward one end, namely, to have 
cash on hand to pay all bills promptly. This is without doubt one 
of the essentials in budgetary execution. It may be promoted in 
different ways, more especially by making all collections that should 
be made, by seeing that these are made promptly, by centralizing 
all moneys in the general treasury, and by removing as far as possi- 
ble the restrictions which special funds impose on spending.^ By 
giving special attention to these things, the chief executive or admin- 
istrator is enabled to marshal the resources of the government so 
as to use them to the best advantage in meeting the expenditure 
requirements of the budget. 

How can the executive or administrator know that he will have 
adequate cash to meet all bills as they arise during the fiscal year ? 
Obviously, it is necessary to employ some method of scheduling 
the revenues and receipts which are anticipated during the fiscal 
year. This can be done without difficulty. 

A schedule of anticipated income may be made for the fiscal year 
by quarters or by months. It should follow the same calendar 
divisions as those used in the work program and the expenditure 
allotments. That is, when the w^ork program is on a quarterly basis, 
the schedule of revenues and receipts should be on the same basis. 
However, the quarters may be subdivided so as to show the esti- 
mated revenues and receipts of each of the three months, thus 
enabling the executive or administrator to keep a closer watch on 
the inflow of governmental income. 

The schedule should show each source of revenue or receipts; 
how-ever, where there are a number of related or similar sources, 
they may be grouped in order to shorten the schedule. The amount 
of revenue or receipts accruing under each source should be esti- 
mated or calculated on the basis of existing legislation and in the 
light of experience with respect to previous collections. This should 
be done for the entire fiscal year, the total being then distributed 
^See above, p. 395. ^See below, pp, 534-539. 
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to the quarters or months of the year according as the collections 
are expected to reach the treasury. The sources of income belong- 
ing to each fund should then be brought together so that a total for 
the fund may be obtained not only for the fiscal year but also for the 
different quarters or months of the year. In this way, the failure 
to realize the full amount anticipated for any fund or period would 
be known in time for the executive to take some action about it 
Collections might be speeded up, fund balances might be transferred, 
temporary borrowings might be resorted to in anticipation of later 
collections, or adjustments might be made in the expenditure pro- 
gram so as to maintain the necessary balance between income .and 
outgo. 

It is important to consider the schedule of anticipated income 
along with the work program of the government and the expenditure 
allotments. The allotments should not be finally approved at the 
beginning of the fiscal year until they have been compared with 
this schedule. Such comparison may show that it is advisable to 
rearrange the allotments so as to defer some expenditures until 
there is estimated cash available in the treasury to meet them. It is 
often possible to do this with respect to certain expenditures, such 
as those for improvements which are met out of current revenues. 
However, when the cost of improvements is met out of proceeds 
from bonds, the necessary cash can usually be had at any time in 
the fiscal year that the work can be undertaken. The schedule of 
receipts from bond sales can, of course, be prepared with this in 
mind. The only caution that needs to be exercised here is against 
the sale of the bonds too far ahead of the actual expenditure need, 
the government thus incurring interest charges when the receipts are 
unused for some time. 

The schedule of anticipated income for the fiscal year should be 
prepared by the central fiscal office of the government and filed with 
the budget staff agency of the executive at the same time the original 
allotments of expenditures are filed. This schedule may be revised 
quarterly or semiannually, if conditions seem to warrant it. The 
Treasury Department of the national government prepares a state- 
ment of anticipated revenues and receipts for each fiscal year at 
the opening of that period. Six months later, it revises this state- 
ment in the light of changed conditions. However, it does not 
attempt to apportion the revenues and receipts to quarters, so there 
is no indication of the rate of inflow of the national income. In a 
few state governments, a rough estimate of anticipated income is 
made, but there is little or no attempt at the systematic scheduling 
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of expected receipts for the months or quarters of the fiscal year. 
In some cities, particularly those with the manager form of govern- 
ment, a definite schedule of anticipated revenues and receipts is now 
prepared at the beginning of each fiscal year, usually on a monthly 
basis.^ 

Maintaining a Working Balance Between Outgo and In- 
come. — ^The vital element in budgetary control, as we pointed out 
in the beginning of this chapter, is to maintain throughout the fiscal 
year a balance or equipoise between the outgo and the income of 
the government. No executive or administrator can properly super- 
vise the government's outgo without relation to its income, or the 
government's income without relation to its outgo. The satisfac- 
tory handling of one side of the budget involves the other side ; at 
no time can the two sides be divorced. 

There are two phases of the problem of maintaining a budgetary 
balance. One phase involves the adjustment of the tax or revenue 
calendar to the expenditure demands. Once this has been done, 
the other phase has to do merely with keeping in the treasury from 
month to month sufficient cash to meet promptly all bills approved 
for payment. 

The adjustment of the tax calendar so that the incoming revenues 
will approximately meet the expenditure demands during the fiscal 
year is not always an easy matter. This is especially true with 
reference to the local governments of several states. In Massachu- 
setts, for example, the tax collecting period of the cities begins 
about nine months after the opening of their fiscal year. This lag 
of the tax collecting period behind the fiscal year forces the city 
authorities to finance two thirds or more of the year by a surplus 
carried over from the preceding year (which is rarely done in prac- 
tice), or by resort to temporary borrowing on tax anticipation 
notes. The obvious remedy in this case is either to move the tax 
collecting period backward so that it will come at the beginning 
of the fiscal year, or to push the fiscal year forward until the same 
result is obtained. To do either one of these things, however, is a 
difficult task, since many related factors are involved. But it can 
be done. By requiring the general property taxes to be paid in 
two installments, some city authorities are able to have one install- 
ment paid near the beginning of the fiscal year and the other six 
months later, thus making it more satisfactory from the standpoint 
of financing the city government and perhaps easier on the tax- 
payers. city governments are not exceptiGns in this 

^ See below, pp. 501-506. 
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regard; it is highly desirable in any government that the dates of 
collecting its taxes and other major revenues should be adjusted as 
nearly as possible to its expenditure needs during the year. When 
this is done, the problem of managing the governmenfs finances is 
greatly simplified. 

Having made the best possible adjustment between the tax collect- 
ing dates and the fiscal year, there may still be periods during that 
year when the outgo will run ahead of the treasury surplus. Obvi- 
ously, the only thing that can be done in such cases is to resort to 
temporary borrowing. This, of course, entails interest charges on 
the short time loans. But it is better for the government to pay 
this added expense than to defer the payment of its bills. In the 
long run the government will probably pay less by borrowing money 
to meet its bills promptly. But borrowing in anticipation of the 
collection of taxes sometimes leads to abuses. Some local govern- 
ments have let their tax anticipation notes pile up indefinitely with- 
out attempting to retire them. This situation has prompted certain 
state legislatures to enact general laws compelling the local govern- 
ments to retire such notes. In New Jersey, the payment of all tax 
anticipation notes of any local government, which may not already 
have been retired, must be provided for in the budget of the fourth 
year after issuance. 

Where a certain percentage of local property taxes is customarily 
uncollectible each year, it is frecjuently the practice to add an equiv- 
alent amount to the expenditure side of the budget before balanc- 
ing it, or to increase the tax rate sufficiently to allow for the 
uncollectibles and yet balance the budget.^ This naturally gives the 
executive some leeway in meeting the expenditure requirements dur- 
ing the fiscal year. Should more taxes be collected than have been 
anticipated, the treasury wall end the year with a small surplus, which 
is always a desirable condition from the budgetary standpoint. 

Finally, we should note briefly the possibilities of reducing the 
authorized expenditures in order to bring about a balance between 
the income and the outgo of the government. When the anticipated 
income of the government cannot be realized during the fiscal year, 
what can be done to bring the authorized expenditures in line with 
it ? Of course, the obvious procedure is to cut down the authorized 
expenditures. But this is not as simple as it appears to be on the 
face of it. However, some governments have proceeded on the 
assumption that nothing difficult is involved. For example, the city 
charter of Baltimore (sec. 36 ) provides that in the event of a failure 

See above, pp. 65, 70, 325-326. 
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to realize sufficient income from revenue and taxation to meet the 
authorized expenditures “there shall be a pro rata abatement of all 
appropriations, except those for the payment of state taxes and 
the principal and interest of the city debt, and such amounts as are 
fixed by law. . . Assuming for the moment that the reduction 
of certain appropriations is possible, is it not rather absurd to think 
of a ^‘pro rata abatement” of all of them? Certainly, it is not 
desirable to reduce some appropriations to the same extent as others. 
Since the appropriations of the Baltimore city government are made 
in considerable detail, it would be necessary under this charter provi- 
sion to abate all of them in the same proportion, whether they be 
for salaries of permanent employees or for operating expenses. 

The only satisfactory method of reduction from the standpoint 
of the administration, it seems, is on the basis of a revision of the 
work program for the fiscal year. Certain authorized expenditures 
may be reduced by this method without greatly affecting the indis- 
pensable work of the various governmental departments and agen- 
cies. But there are some limitations even in this case. Expendi- 
tures for services, like police and fire protection in cities, cannot 
be greatly reduced ; at least it is usually inadvisable to do so. Again, 
the popular feeling is that educational work should proceed without 
having its expenditures curtailed. Whatever abatement, therefore, 
is made in the authorized expenditures must largely fall upon the 
other services of the city government Without complete reorgani- 
zation of these services, this reduction cannot be very large in any 
one year. We are assuming, of course, that all the services are 
necessary and that none of them is to be neglected by reason of 
the expenditure reductions. What we have said with reference to 
cities applies equally to other local governments and to the larger 
units of government. 

One other point deserves mention in this connection. Govern- 
mental revenues usually fall off by reason of business or industrial 
depressions. Taxes do not flow into the public treasury so readily 
under these circumstances. Yet, it has been recently proposed 
to relieve unemployment and stabilize industry by cooperation be- 
tween governmental units, principally the national and state govern- 
ments, in promoting public construction work during periods of 
depression.^ This is, in effect, asking the governments to spend 
most heavily on construction work when it is hardest to raise the 

^This idea has been advanced notably by William T. Foster and Waddill Catch- 
ings in their recent book called, The Road to Plenty, (publications of the Poliak 
Foundation for Economic Research, No. ii), 1928. 
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funds from current sources for that purpose. If the plan should 
be carried out, the governments would have to become the greatest 
employers of labor and purchasers of materials at those periods 
when it would seem by reason of diminished receipts from taxes 
and other revenues that they ought to be retrenching on expendi- 
tures. The financing of it would, of course, require the building 
up of large reserves from current revenues or the issuance of bonds 
on an extensive scale. But this might be done on the understand- 
ing that the social utility of the plan far outweighs the mere matter 
of its financing. 



CHAPTER XVI 


THE BUDGET IN OPERATION 

We now come to the budget in actual operation — to the day-to- 
day administration of the financial plan. The other steps in the 
budgetary process, which we have discussed in the foregoing chap- 
ters, are merely preliminary to this one. The estimates may have 
been prepared and revised with great care; the budget document 
may have been formulated in the most painstaking manner; the 
budget may have received the sanction of the legislative body after 
the most careful scrutiny; the tax calendar may have been fully 
adjusted to meet the expenditure requirements of the government; 
but all these steps are of little or no consequence in real budgeting 
if the financial plan is not properly administered. And how? Exec- 
utive ability and direction are the prime requisites to this end. 

By what means can the executive most effectively administer 
the budget ? Two things seem to be indispensable. In the first 
place, the executive must keep in close touch with the financial 
transactions of the government, not necessarily in detail but in the 
aggregate. In order to do this, he should be supplied at regular 
intervals with correct and adequate information on these transac- 
tions. This information should be summarized and presented in 
such manner that its significance can be quickly and easily grasped. 
The personal ability of the executive, however great, cannot over- 
come the handicap of poorly prepared, incorrect, scanty, or belated 
information. In the second place, the executive must have the 
assistance of a modern fiscal process. Such a process embodies 
the machinery and methods which are necessary to produce the 
information noted above and to perform the financial functions 
requisite to the execution of the budget. These functions relate 
primarily to accounting, auditing, collection and disbursement of 
moneys, personnel supervision, and purchase of supplies and 
materials. 

Before proceeding to a discussion of the nature and arrangement 
of the information required in administering the financial plan, let 
us consider briefly the preliminary work which must be done be- 
tween the time when the legislative body approves the budget and 
votes the budget bills and the time when the actual execution of 

498 
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the budget begins. Usually a minimum period of from two weeks 
to a month is required for this work, depending upon what is done 
and also upon the size of the government. It may be that the 
executive will take no action during this period looking toward 
the preparation of a work program and the allotment of appropria- 
tions or the setting up of a schedule of anticipated revenues and 
receipts. He may think that the proposed budget which he sub- 
mitted to the legislative body, irrespective of subsequent modifica- 
tions by that body, represents a sufficiently accurate program for 
the administration to follow during the fiscal year. This happens 
to be the attitude which is commonly taken by the executives of 
state and local governments in this country much to the detriment 
of correct and effective budgeting. In such cases, the opening of 
certain general accounts, particularly appropriation accounts, is all 
that must be done before the budget is ready for execution. 

But if the executive is interested in establishing real budgetary 
control, he will undertake to apply the devices which we have dis- 
cussed and recommended in the preceding chapter. As soon as the 
budget has been acted on by the legislative body, and if possible, 
before the fiscal year opens, the executive will require each spending 
agency to prepare a work program on the basis of the authorized 
appropriations. This program should involve the allotment of these 
appropriations to definite periods of the fiscal year, namely, months 
or quarters, preferably the latter. The executive will also have a 
schedule of anticipated revenues and receipts for the ensuing fiscal 
year prepared by his budget agency or central accounting office.^ 
He should study the proposed allotments, making such adjustments 
in them as seem necessary in the light of the work to be done and 
the prospective inflow of income. A copy of all allotments, as 
approved by the executive, will then be sent to the central accounting 
office and the controller will open the appropriation and other general 
accounts of the government for the ensuing fiscal year. These 
accounts, preferably kept on the accrual basis, ^ should be ready for 
entries on the first day of the fiscal year. Thus the preliminary work 
of the executive with respect to the execution of the budget is 
concluded. 

As soon as the fiscal year gets under way, the essential informa- 
tion needed in the course of financial management ought to be pro- 
duced currently through the accounts. Undoubtedly, the general 

^ See the preceding- chapter for descriptions of the work program, allotments, 
and schedule of anticipated revenues and receipts. 

^See below, pp. 522-527. 



PUBLIC BUDGETING 


500 

nature of tMs information and the promptness with which it is 
supplied to the executive are determined to a large extent by the 
character of the accounting and reporting system of the government. 
But this is a matter which we shall discuss later in this chapter. 
For the present we are concerned solely with the character of the 
information, not the most efficient system of obtaining it. 

The Information Requisite to Executing the Budget* — ^What 
is the general nature and arrangement of the information necessary 
to executing the budget? This information includes most of the 
data which we have outlined above in Chapter VI. There is no 
essential difference between the information required in the execu- 
tion of the budget and that needed in the preparation of the budget. 
The preparation and the execution of the budget, as we have already 
pointed out, are merely separate phases of one procedure. In the 
execution of the budget, the financial information is used currently, 
that is, as soon as it is developed, which may be daily, weekly, 
monthly, or quarterly, depending upon the purpose it is to serve. 
As the budget is being carried out, this information is accumulated, 
digested, and summarized for the entire fiscal year to which it 
relates. Furthermore, it is compared with similar data pertaining 
to the preceding fiscal year. In this way, the essential facts are 
brought out with respect to the annual cycles of the government’s 
fiscal experience. The information in this latter form is used in 
the preparation of the next succeeding budget. The accumulated 
data of one or two previous years should always be available, 
since these serve as a guide both to financial management and to 
budget planning. 

As the budget is being carried out during the fiscal year, the 
chief executive or administrator must have certain information rela- 
tive to the current outgo and income of the government This 
information may be broadly comprehended by two questions. Are 
the various departmental work programs being carried out efficiently 
and within the limits of the allotted appropriations ? Are the income 
estimates being realized according to the schedule of anticipated 
revenues and receipts ? 

The information indicated by the foregoing questions should be 
reported periodically to the executive. This information may be 
furnished daily, weekly, semimonthly, monthly, or quarterly. In 
some cities, reports on expenditures are made on a daily basis. 
A monthly basis, however, would seem to be adequate for purposes 
of budgetary control. There may be conditions under which it 
would be advisable to have semimonthly reports. Some cities and 
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states provide for daily reports on receipts and disbursements. Under 
normal conditions the executive can keep properly iiiformed with 
respect to receipts and disbursements through monthly reports. 
There are times, however, when the condition of the treasury may 
require special reports. Such is the case when the immediate de- 
mands for cash threaten to exceed the cash on hand. Regardless 
of the frequency of these special reports, the executive should demand 
general reports on both income and expenditures at regular intervals. 

The general financial reports should be submitted to the executive 
in summary form with supporting statements giving the detailed 
information. This arrangement, for obvious reasons, enables the 
busy administrator to get at the essential facts quickly and easily. 
We shall discuss, first, the summary statements needed for purposes 
of budgetary control, and, second, the supporting schedules and 
detailed reports. 

Stimmary Statement for Purposes of Btidgefary ControL — sum- 
mary statement, or a ‘‘budgetary control sheet'’ as it is sometimes 
called, may be produced for the whole government. This statement 
is the means of presenting to the executive a complete picture of 
the governmental operations for a given period, just as the general 
budget summary furnishes a complete picture of the proposed finan- 
cial plan.^ 

It is possible to set up the summary statement for budgetary 
control purposes on a single sheet. An interesting example of an 
attempt to do this for a small city government is reproduced here- 
with in Figure 46. This sheet applies to Brunswick, Georgia, a 
city on the southeast coast of that state with a population of about 
15,000. It is the work of the city manager, E. C. Garvin ; it is his 
chief means of keeping informed with respect to the execution of 
the city budget. As will be noted from the reproduction, this sheet 
is divided into two parts: “receipts” and ‘Expenditures.” By show- 
ing the receipts and the expenditures in this way, the resulting 
balance, or “cash on hand” as it is called, is shown at the end of 
each month of the fiscal year. The total operations of the city 
government appear on the sheet, irrespective of funds or of the char- 
acter of the expenditures. 

It will be seen from the figure that the sources of receipts are 
listed under fifteen main heads. An estimate of the receipts to be 
received during each month from each of these sources is made at 
the beginning of the fiscal year. This estimate, which is the 
^See above, pp. 69, 73 and 75. 
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Figure 46. Budget Control Sheet of the City of Brunswick, Georgia, for 1928. 
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equivalent of the schedule of revenues and receipts explained in 
the preceding chapter, is entered on the horizontal line opposite 
each source marked “expected.” The figures are shown cumula- 
tively by months. By adding another column under each month, 
these figures might be shown separately as well as cumulatively. 
In this way, the amount for each month would be exhibited without 
the necessity of subtracting from the preceding month’s total. This 
is desirable as a means of facilitating comparison. At the end of 
each month, the receipts collected for that month are entered on 
the horizontal line, marked “actual,” opposite each source. The 
resulting totals under the “grand total income” show the relation 
between the “expected” and the “actual” receipts for each month. 

The expenditures of the city of Brunswick have been grouped 
under eleven heads, representing mainly organizational or functional 
groups. The estimated expenditures, or allotments, for each month 
are shown cumulatively opposite each group, prefaced by the word 
“expected.” On the horizontal line underneath these figures are 
shown the “actual” expenditures for each month. As in the case 
of the receipts, the expenditures are shown cumulatively. Here 
again, it is desirable to show the expenditures separately by months 
for the reasons stated above. The total of actual expenditures is 
exhibited at the bottom of the sheet in connection with the estimated 
expenditures for each month. The relation of these figures to the 
actual income is shown by a calculation on the last line of the “cash 
on hand” at the end of each month. In this case the fiscal year 
started with a cash surplus of $30,825, which is treated throughout 
the year as a kind of revolving fund to take care of the monthly 
discrepancies between expenditures and receipts and thus avoid 
short-time borrowing to meet current bills. 

On the expenditure side of this sheet, Mr. Garvin has made use of 
actual figures which represent cash rather than accrued transactions. 
The city’s accounting system does not furnish the information on 
the accrual basis. The cash basis, however, seems to have served 
his purpose since throughout the fiscal year his attention was di- 
rected to the balancing of receipts and disbursements with the aid 
of the small cash surplus at his command. But this is not the 
main purpose of the figures which appear on the budgetary control 
sheet. They should indicate (i) the relation of the obligations 
incurred to the amounts allotted for each month or quarter, and 
(2) the relation of the accrued expenditures to the income on hand 
to finance them. This is the important information from the stand- 
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point of budgetary control. It requires the accounts to be kept on 
the accrual basis, as we shall explain later.^ 

In building up his estimates of ''expected^' expenditures for the 
different months of the fiscal year, Mr. Garvin took the various 
departments, agencies, and activities making up each of the eleven 
major groups and allocated to them the authorized expenditures 
according to their prospective requirements, distributing these ex- 
penditures to the different months. This produced, in effect, a 
schedule of proposed expenditures which is quite similar to one 
prepared through the use of a work program and allotments. The 
use of the latter devices, however, is to be preferred, since it places 
some responsibility on the spending agencies for current planning; 
furthermore, it is less onerous on the executive or Iiis budget oflfice 
and is undoubtedly more scientific as an approach to the problem 
of expenditure control. 

Besides Brunswick, Georgia, there are other cities, principally 
those with the manager form of government, wdiich are using sum- 
mary statements for purposes of budgetary control. One of the 
most notable of these cities is Berkeley, California. About five years 
ago, Mr. Jamison, the city budget officer, started to work out a 
budgetary control system for the city government at the direction 
of Manager Edy.^ He devised a schedule for revenues and receipts 
which is made up by months. In arriving at the estimated receipts 
from each main source of income, the city auditor's monthly finan- 
cial statements for the last three years are used. The estimate is 
not entirely based upon past experience; such other facts as may 
be available regarding the inflow of revenues are taken into consider- 
ation. When the schedule is completed, the estimated figures are 
set up on a large sheet which provides space for the insertion of the 
actual figures as the revenues and receipts materialize from month 
to month. At the end of each month the manager and the budget 
officer study the actual figures in relation to the estimated figures. 
If the receipts from any source do not come up to expectations, 
they try to discover the reason. This may lead them to revise their 
estimate or it may aid them, as Mr. Jamison says, ''to ferret out 
any revenue that may be due the city but has not been collected either 
through the fault of the city or through the negligence of the 
debtor.'' Speaking of the method as a whole, Mr. Jamison declares 
that "we are able to determine with a great degree of accuracy just 
what our income will be for the year and in what amounts it will 
accrue during the several months. . . , Then, too, by being able to 
^See below, pp. 522-527. ^ See above, p. 477* 
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forecast with a certain accuracy our income, we can always be cer- 
tain whether or not our income will measure up to our estimate of 
expenditures. If we see that it will not, our warning is timely 
enough to permit the curtailing of our expenditures, thereby avoid- 
ing a deficit that might entail if we did not have an exact knowledge 
of our revenue.’' ^ 

Mr. Jamison has also worked out an expenditure control sheet 
for the city, which completes the financial picture when presented in 
connection with the income control sheet described above. The ex- 
penditure sheet sets forth in summary form the accrued expendi- 
tures in relation to the estimated or allotted expenditures for each 
month. It is prepared from the reports made by the central account- 
ing office to the individual departments and other spending agencies 
at the close of each month. It is, of course, related to and compared 
with the income sheet in determining the financial status of the city 
government. In this way, a complete picture of the financial trans- 
actions for each month is presented to the manager. Furthermore, 
this summary information is made available to the city council and 
the taxpayers. 

The summary statement for purposes of budgetary control does 
not necessarily have to be contained on a single sheet, as in the case 
of the Brunswick, Georgia, statement. It may consist of several 
sheets, so long as it is concisely presented and so arranged that 
the expenditures and income may be definitely related for the dif- 
ferent periods. For large city and state governments, it should be 
broken up, preferably by quarters, so that it may be more easily 
handled. All expenditures and all income of the government, how- 
ever, should be comprehended by the statement, whatever its physical 
form. The expenditures, also the means of financing them, may# 
be divided between those for current operations and those for major 
improvements. Likewise, the expenditures and income of public 
enterprises may be shown separately from those for general pur- 
poses, This is in keeping with the arrangement of the general 
budget summary which we have suggested in Chapter IV.^ The 
transactions within each fund may be shown either on the summary 
statement or on supporting schedules. If the government has sev- 
eral funds, they should be combined on the summary statement and 
shown in detail on supporting schedules. The same method should 
be followed in this respect as in summarizing the budget document 

’■J. H. Jamison, Berkeley Controls Its Municipal Expenditures,” The 

Tajcr Digest, October, ig2Sf -pp, S3% E, 

- See above, Figures 5, 6 and 7, pp. 69, 73 and 75. 
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The stiramary statement should show the outgo for operating 
purposes by organization units rather than character of expenditure. 
This is necessary in order to follow the lump sum appropriations ; 
furthermore, it indicates responsibility for the expenditure of appro- 
priations. Assuming that the appropriations are allotted on a 
quarterly basis, the columnar headings of the summary statement 
should read from left to right as follows : ( i ) organization units, 
(2) total appropriation for fiscal year, (3) estimated for first 
months by adding extra columns for this purpose to the second 
month, (6) expended for second month, (7) estimated for third 
month, (8) expended for third month, (9) allotted for first quarter, 
(10) expended for first quarter, and (ii) reserve held against 
contingencies. Columns 3 to ii inclusive are repeated for each 
quarter. The figures may be shown cumulatively by quarters or by 
months by adding extra columns for this purpose to the second 
and subsequent quarters or to the second and subsequent months. 
As we have already pointed out, in connection with the Brunswick, 
Georgia, statement, it is desirable to have the figures presented 
separately and cumulatively. The allotted appropriations should be 
inserted on the statement for all quarters and the reserve set up at 
the beginning of the fiscal year. The estimated distribution of the 
allotment to the months composing the quarter can be made at the 
beginning of each quarter. If the allotment is revised or a transfer 
made to it from the reserve, this can then be taken into account. 

Accounting control is established on the basis of the quarterly 
allotment ; the monthly estimates into which the allotment is divided 
are merely for informational purposes. The latter serve to indicate 
to the executive the rate at which the expenditures are being made 
during the quarter. The amount reported each month as expended 
represents the expenditures which have accrued during that month 
rather than the actual disbursements. This amount is arrived at by 
encumbering the quarterly allotment with all the obligations for the 
month as they are approved. At the end of a quarter, the unen- 
cumbered balance of any allotment should be carried to the reserve 
rather than added to the subsequent quarter's allotment. When it 
becomes necessary to supplement an allotment, the reserve should be 
used for this purpose. If a change is made in a quarterly allotment 
which affects the allotments of subsequent quarters, the latter should 
be adjusted at the same time. 

Turning to the income side of the summary statement, the rev- 
enues and receipts for operating purposes should be shown by major 
sources. Opposite each of these sources should be inserted the 
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amount which is accrued or anticipated for the entire fiscal year. 
This amount is usually equivalent to that estimated or fixed in the 
budget. The columnar arrangement of the income side of the state- 
ment is the same as that of the outgo side, which we have explained 
above. Of course, the income is not allotted to the quarters; only ^ 
an estimate of the amount to be collected during each quarter is 
shown. The estimates for the four quarters should equal the total 
accrued or anticipated for the fiscal year. At the beginning of each 
quarter, the estimate for that quarter is distributed to the three 
months according to the anticipated returns. The actual collections 
are entered at the end of each month. Delay in collecting some of 
the sources of income may make it necessary to revise the estimates 
of subsequent quarters. This can be done, so long as proper adjust- 
ments are made in the totals. It is important that the collections 
of each month should be compared with the accrued expenditures, 
thus indicating with respect to each fund whether or not the latter 
is running ahead of the former. If the accrued expenditures are 
in excess of the receipts and the fund has no surplus, the executive 
is immediately apprised of the fact that he must transfer between 
fund balances or resort to anticipatory borrowing in order to meet 
the obligations as they come due. It is possible to avoid anticipa- 
tory borrowing by carrying over a sufficient surplus from one year 
to another to meet the fluctuating demands on the treasury. For 
example, the city of Trenton, New Jersey, has a surplus’ which is 
maintained year after year as a kind of revolving fund, being used 
to pay bills when the immediate demands exceed cash receipts in 
any fund. As soon as the reverse condition is established, the 
revolving fund is replenished. 

The summary statement should show the expenditures for major # 
improvements by organization units subclassified by projects. The 
same arrangement may be used in presenting the information on 
expenditures and the means of financing them as in the case of 
the operating budget which we have explained above. Each public 
enterprise which is on a self-supporting basis should be set up sepa- 
rately, on the summary statement, its total outgo and income being 
exhibited in a comparative manner. 

Methods of Charting the Summary Inf ormation^ 
tion on the summary control statement may be easily visualized by 
the use of graphs. An idea of how the receipts and the expenditures 
are running from month to month may be got at a glance by setting 
up the data on curve charts. We take as an example the information 
set forth on the budgetary control sheet of Brunswick, Georgia, as 
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Figure 47. A Chart of the Receipts Exhibited on the Budgetary Control Sheet of Brunsmclc, Georgia, for 1928. 
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reproduced above in Figure 46, and present it in graphic form. 
The data on receipts from this sheet are shown in Figure 47, the 
data on expenditures in Figure 48. Separate data for each month 
are calculated from the cumulative data shown on the sheet.^ Both 
types of data are used in the preparation of these charts. By arrang- 
ing the charts so that two scales may be read into them for either 
side, these data are shown by months separately and cumulatively 
on the same field. The broken lines indicate the estimated figures 
in either case, while the solid lines indicate the actual figures. The 
relative position of the two types of lines shows what has happened 
each month in the realization of the estimates. 

The curves representing actual expenditures may be put on the 
same chart with the curves representing actual receipts, provided a 
different type of line is used so the two sets of curves can be easily 
distinguished. The transactions of each fund may be presented on 
a chart of this kind. In this case, the space between the two curves 
which represent the receipts and expenditures cumulatively indicates 
the extent of surplus or deficit in the fund, a deficit being indicated 
when the receipts curve falls below the other. 

A rather ingenious chart showing expenditures by months was 
devised and used by L. D. McArdle, while he was director of the 
Washington state department of efficiency under Governor Hart’s 
administration. This chart is reproduced herewith in Figure 49. 
It shows the expenditure operations in all funds of the state gov- 
ernment for the biennium beginning April i, 1921, and ending on 
March 31, 1923. Although presented in circular form, it is in 
reality a bar chart. The monthly segments of each bar are deter- 
mined on the basis of the total authorization for the biennium, which 
is assumed to represent 100 per cent. The relative proportion of 
the authorization actually expended during each month of the bi- 
ennium is therefore shown on each bar. The percentage remaining 
unexpended (marked ^‘saving” on the chart) at the end of the 
biennium is represented by the space between the end of each bar 
and the 100 per cent mark. 

Suj^^orting Schedules and Detailed Reports , — It should be noted 
that we are proceeding in our discussion from the general to the 
particular, that is, in reverse order to the way the data are actually 
built up from the accounts. This is the method we followed in 
discussing the form of the budget document in Chapter IV. The 

^ The data are used as they appear on the original sheet, although some dis- 
crepancies are apparent, notably in the actual grand total expenditures for April 
and in the actual cash on hand for March, April, and May. 
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Figure 48. A Chart of the Expenditures Exhibited on the Budgetary Control Sheet of Brunswick, Georgia, for 1928. 
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items of the summary statement for budgetary control purposes 
should be supported by schedules which are in turn based upon 
detailed reports. In this way, the executive is enabled to trace 
back to the detailed data the deviations between actual collections 
and estimated receipts or between accrued expenditures and allotted 
appropriations which appear on the summary statement. The de- 
tailed data should explain the causes of these deviations. 

In reporting the revenues and receipts flowing into the treasury, 
the information should be shown by funds and the sources of rev- 
enue and receipts belonging to each fund should be enumerated. 
Certain comparative data as between estimates and collections for 
the period under consideration and previous periods should be ex- 
hibited for each source itnder each fund. More specifically, these 
data should show the amount estimated and the amount collected 
(i) for the month or other period reported, (2) for the previous 
month or other period, (3) for the month or other period of the 
preceding year corresponding to the one reported, and (4) for the 
current fiscal year cumulatively to date. Such comparisons will 
help the executive to understand why the schedule of estimated 
revenues and receipts is not being realized (if such is the case) 
as it was planned at the beginning of the fiscal year. On the other 
hand, they will serve to explain why the collections are running 
ahead of the estimate, should this happen. 

The central accounting office of the government should prepare 
the reports setting forth the revenues and receipts covered into 
the treasury during the month or other period, together with the 
comparative information indicated above. If the accounting system 
is not properly organized, the preparation of these reports may fail 
on the treasury official. When certain revenues or receipts are 
withheld from the treasury by departments or institutions, these 
should be reported by the withholding agencies in the form sug- 
gested above at the same time the other reports are made. The 
executive, or his budget officer, will then have a complete picture of 
the governmeiifs resources which are available as the means of 
financing the expenditure side of the budget. 

In reporting outgo, it is possible, as we have explained, to show 
expenditures either as accruals or as disbursements. Complete budg- 
etary control, however, requires that expenditures should be reported 
on the basis of accruals or obligations incurred. This is the type 
of information which the executive, or his budget officer, needs in 
supervising the expenditures according to the allotments and in 
comparing outgo with income. Expenditure data on the basis of 
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actual payments are of interest to the executive merely in determin- 
ing the condition of the treasury with reference to the actual cash 
in hand. 



For budgetary control purposes, an expenditure report should be 
made for each organization unit of the government. It should show 
in detail the items pertaining to suborganization units, functions. 
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activities, and objects, as set forth in the work program and out- 
lined on the allotment form. A number of city governments now 
provide for periodic reports of this kind. In Berkeley, California, 
for example, such a report is produced within five or six days after 
the close of each month, which shows in columnar arrangement the 
following: (i) classification of expenditures, (2) total appropria- 
tion for the fiscal year, (3) total of the accumulated monthly esti- 
mates or allotments, (4) accrued expenditures for the period, (5) 
underrun, that is, the amount of reduction under the estimate or 
allotment from the opening of the fiscal year to end of month 
reported, (6) overrun, or the amount by which the estimate or allot- 
ment has been exceeded for the same period, (7) estimated or 
allotted expenditure for the current month, (8) amount available 
for the current month (after taking into consideration the under- 
run or overrun of the preceding month), and (9) balance available 
from beginning of current month to end of fiscal year. 

A report of a type somewhat different from that produced in 
Berkeley is necessary where 5 or 10 per cent of the appropriation is 
reserved against contingencies and the remainder allotted. We sug- 
gest a report which will show in columnar arrangement for each 
organization unit the following: (i) classification in detail (based 
on work program and allotments), (2) total net appropriation for 
fiscal year, (3) accumulated allotments or estimates to date, (4) 
accumulated expenditures (accrued) to date, (5) allotments or esti- 
mates for month or other period just ended, (6) expenditures 
(accrued) for month or other period just ended, (7) expenditures 
(accrued) for preceding month or other period, (8) expenditures 
of month or other period of the preceding year corresponding to one 
just ended, (9) amount of reserve against contingencies used during 
month or other period just ended, (10) amount of unencumbered 
allotments reverting to reserve, and ( 1 1 ) total amount of reserve to 
date. This form of report is applicable to state governments as well 
as city governments. Even the national government might provide 
more complete information by the use of such a form.^ 

The expenditurei reports should be prepared by the central account- 
ing office of the government and copies of each should be filed 
with the executive, the budget officer, and the organization unit 
concerned. Through a compilation of these reports the summary 
control statement, as it relates to expenditures, is prepared, together 
with such supporting schedules as may be necessary. If the general 
accounting system is decentralized, it may be advisable to have the 
^ See above, pp. 468-469. 




Figure 50. A Chart of the Expenditures by the Pennsylvania State Department of Health. 
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organization units prepare the reports on expenditures and submit 
them to the executive and the budget officer. This is the practice, 
for example, in the state governments of North Carolina and Penn- 
sylvania. The reports, when prepared by the spending agencies, 
should contain the same character of information as outlined above. 

The information with reference to expenditures which we have 
just discussed is presented from the standpoint of the things bought 
for the purpose of carrying on the work of the government. This 
information is commonly supplied by the general accounts.^ Data 
may also be presented from the staaidpoint of how^ the things bought 
are used in the actual performance of the government's work. 
These data are provided largely by the cost accounts. They should 
be reported wherever available, care being taken to arrange them 
in such manner as to convey their full significance to the executive 
and his administrative officers. 

Afei/wds of Charting Departmental Allotments and Expenditures, 
— The monthly or quarterly relation of departmental allotments and 
expenditures may be shown to advantage on a chart. The curve 
chart is perhaps best suited to this purpose. In Figure 50 we repro- 
duce a chart of this character from the Pennsylvania state budget 
for the biennium, 1925--1927. This chart was prepared during the 
previous biennium in connection with the budgetary control exer- 
cised by the department of state and finance over the expenditures 
of the department of health. It shows the actual expenditures of 
the department of health for the biennium 1921-1923, which was 
the biennium preceding the one in which control was being exercised. 
It also shows the estimated or allotted expenditures for the biennium 
under control, namely, 1923-1925, and the actual expenditures for 
the same period up to the time the chart was reproduced in the 
budget for the subsequent biennium. This chart presents a clear 
picture of the trend of expenditures of the department of health for 
the previous biennium and for the current biennium in relation to 
each other and to the estimates for the current biennium. Such 
charts were prepared for the other major departments of the state 
government- A glance at these charts showed the governor, or the 
budget officer, just how each department was running with respect 
to its biennial expenditures. 

As we have already explained, it is desirable to show the accrued 
rather than the actual expenditures for the current year. The ac- 
crued figures are the ones which the executive, or the budget officer, 
should compare with the estimated or allotted figures. It may be 
^ See below, pp. 522-535. 
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Figure 51. A Chart of the Expenditures by the Governor’s Office of the State of Washington. 
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necessary during the year or biennium, in case the allotments are 
revised at any time, to replot the curve representing the estimated or 
allotted expenditures. In replotting this curve the old line should 
be left on the chart and the new one inserted by using colored ink or 
a different type of line so the old and new curves may be easily 
distinguished. The old curve is sometimes helpful in studying the 
allotments in connection with the subsequent budget. 

Other types of charts have been used in showing departmental 
expenditures in connection with budgetary control. Two of these 
are worth noting. They were devised and used by Mr. McArdle 
of the Washington state department of efficiency, to whom we have 
referred above. One chart, showing the expenditures of the gov- 
ernor’s office for a biennium, is herewith shown in Figure 51. This 
chart presents the rate of expenditure for each of the major opera- 
tions in the governor’s office. When any curve rises above the 
‘Too per cent basis” line running between the opposite corners of 
the field, the indication is that the authorization which it represents 
is being overexpended. The “85 per cent basis” line represents 
a reduction of 15 per cent in the maximum that may be expended 
under any authorization. Since this chart shows merely rates of 
expenditure rather than amounts, a table is necessary to a full 
explanation. The chart, in this instance, is explained by the accom- 
panying table. 

GOVERNOR’S APPROPRIATIONS AND EXPENDITURES 


Allowable percentage to date loo per cent. April i, 1921, to March 31, 1923, 


Department 

Appropriation 

Per Cent 
Ex- 
pended 

Expended 
to Date 

Unexpended 

Balance 

Governor 

Office 

$ 48,000.00 

82.8 

$ 39,778.66 

$ 8,221.34 

Investigation public lands 

15,000.00 

60.7 

9,118.51 

5,881.49 

Extradition 

20,000.00 

93-2 

18,656.38 

1 . 343-62 

Mansion maintenance, re- 

pairs and improvements 

18,000.00 

99.6 

17,919-37 

80.63 

Forest protection 

100,000.00 

54-8 

54.871.15 

45,128.85 

Tax investigation 

20,000.00 

72.6 

14,520.44 

5.479-56 

Total operations 

$221,000.00 

70.0 

$154,864.51 

$66,135.49 

Capital outlay 

11,000.00 

94.0 

10,350.85 

649-15 

Grand Totals 

$232,000.00 

71 .2 

$165,215,36 

,$66.,, 784. 64 


The other chart, showing the expenditures of the department of 
efficiency for the first eighteen months of the biennium, is herewith 
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reproduced in Figure 52. It shows both percentages and amounts 
for the different operations of the department. In this case, the 
bars which extend beyond the perpendicular line which is marked 
75 per cent at the bottom of the chart indicate that the authoriza- 
tions they represent were overexpended at the time of reporting. 
A 10 per cent leeway is shown by the perpendicular line marked 
67.50 per cent. 

The Financial Reports . — It may be well to mention in this connec- 
tion the financial reports which are generally prepared by the admin- 
istrative authorities of governmental units. These reports are, as a 
rule, gotten out annually; they usually cover the financial transac- 
tions of the fiscal year and show the financial condition of the gov- 
ernment at the beginning and the end of that period. At the present 
time there seems to be no uniformity as to the information contained 
in these reports. Some of them show only a list of treasury trans- 
actions; others are more elaborate, presenting a balance sheet and 
an operating statement for each fund. In most cases, however, 
these reports give a very hazy picture of the actual financial opera- 
tions of the government; they do not show these operations as 
related either to the administrative work or to the authorized budget 
for the fiscal year. 

Undoubtedly the annual financial report may be greatly improved, 
perhaps vitalized, by presenting in it a large part of the information 
which we have discussed above as being necessary to current man- 
agement and budgetary control. This information can be easily 
summarized and made available for the report soon after the close 
of the fiscal year. The graphs which have been developed during 
the year can be used as illustrations in the report. Of course, a 
large part of the financial data produced during the fiscal year — 
perhaps for three fourths of the period — ^w^ould be shown in the 
budget for the forthcoming year. But just the same, it seems advis- 
able to present a complete annual report to the legislative body and 
to the citizens immediately after the close of the fiscal year.^ This 
report, issued by the executive, would not be a duplication of the 
report made by the independent auditor, which we shall discuss in 
the succeeding chapter. 

Reports of another type should not be entirely overlooked; that 
is the reports made to superior governments. The national govern- 
ment requires certain reports to be made periodically on the expendi- 
ture of many of the subsidies which it grants to the state govern- 

the case of those state governments which are on a biennial appropriation 
basis, this report wonld be prepared at the end of the biennium. 
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ments. Elaborate reports must be supplied with reference to the 
subsidies for educational purposes and for highway construction, 
specially prepared forms being furnished by the federal authorities 
for this purpose. The state governments and certain of their spend- 
ing agencies are thus compelled to keep accounting records which 
will supply the required information for the national government. 
The acceptance of the federal subsidies obligates the states to follow 
the regulations laid down by the national government and to furnish 
certain specified data with respect to operation. 

As we have pointed out in an earlier chapter, several state govern- 
ments have enacted legislation regulating the finances of local gov- 
ernments within their jurisdictions.^ This legislation frequently 
requires certain reports with regard to the execution of the budget 
to be prepared at regular intervals by the local authorities and filed 
with a designated state agency. These reports sometimes include 
both expenditures and income, but usually the emphasis is placed 
on the expenditures. Often prepared forms upon which the reports 
are to be made are supplied by the state agency. Not infrequently 
state supervision is exercised over the accounting and reporting of 
the local governments, the system of local accounts being largely 
determined by state authority. 

Machinery and Methods Necessary in Executing the Budget. 
— We now come to the financial machinery and methods required 
to produce the information which we have discussed above and to 
assist the executive in executing the financial plan of the govern- 
ment. We have already described the financial machinery from the 
standpoint of structure in Chapter XIV. We there came to the 
conclusion that the financial functions, with the exception of the in- 
dependent audit, should be properly coordinated through the estab- 
lishment of a department of finance and that this department should 
be under the direction of the executive. Granted this, we shall 
now proceed to a brief discussion of the fiscal process which goes 
on In connection with the department of finance. In other words, 
we shall attempt to treat from a budgetary standpoint the combina- 
tion of structure, personnel, methods, and technique necessary to 
financial operation and management. This involves the accounting 
system, administrative audit, treasury management, personnel super- 
vision, control of contractual services, purchase of commodities and 
properties, supervision and investigation by the budget staff agency, 
and executive conferences with the administrative officers. 

^ See above, pp. 31-32. ' 
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Figure 52. A Chart of the Expenditures by the Washington State Department of Efficiency. 
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The Accounting System. — The accounting system of any gov- 
ernment is merely an instrument — a means to an end. The object 
of it is to produce the financial information which can be used as the 
basis of administration and control, particularly with reference to the 
execution of the budget. It should be fashioned with this in mind. 
It should be made to comprehend all the financial transactions of 
the government and to produce information relating thereto with 
promptness and accuracy. 

Literally speaking, an accounting system is a series of records 
which are more or less related to each other. These records may 
be divided into general accounts and cost accounts, the latter being 
detailed accounts relating mainly to expenditures. Control over 
expenditures and receipts is commonly exercised through the general 
accounts. At the present time, most of the information for financial 
management is produced through these accounts^ Cost accounts 
are, as yet, largely undeveloped with reference to the requirements 
of government. We shall come to this later. 

In discussing the general accounts, w^e are not here concerned 
with the actual forms and day-to-day procedure of keeping the 
books. These are matters for the accountant to determine in view 
of the financial requirements of the government and the information 
which is to be produced. We are, however, interested in two of 
the larger phases of general accounting. One pertains to the basis 
of the accounts, that is, the question of cash versus accrual account- 
ing. The other relates to the opening and closing of the accounts 
with reference to the beginning and end of the fiscal year. 

The Cash_Ve/m^ Basis of Accoimting . — Accounts 

kept on the cash basis show merely a record of the moneys actually 
received and disbursed by the government They provide data only 
with regard to settlement and liquidation; they furnish no informa- 
tion concerning revenues and receipts which are due the government 
or expenditure obligations which have been incurred by the govern- 
ment. While the first type of information is not only valuable but 
necessary, the second type is just as valuable and just as necessary 
from the standpoint of real budgetary controL Both types of in- 
formation are produced by accounts kept on what is known as the 
accrual basis. 

Under the accrual system of accGunting, all taxes and other rev- 
enues which are assessed in advance of collection may be accrued 
in the accounts. This is particularly true of the general pfoperty 
tax. There are some taxes, however, which are collected simul- 
^See above, pp. 169-170. 
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taneously with assessment ; these need not be accrued, at least there 
is no point to accruing them. The accrual of revenues is mainly 
advantageous from the standpoint of enforcing control over collec- 
tion. The executive may also know where the government stands 
at any time during the fiscal year in the realization of its income as 
authorized by the adopted budget. In the matter of expenditures, 
the accrual system requires the appropriations to be encumbered as 
soon as obligations are established against them, although actual 
payment may not be made for some time. By this method, the 
executive can know at once the free or unencumbered balance of 
any appropriation. While the cash basis of accounting will give 
him the unexpended balance of any appropriation, this is not all he 
must know for budgetary control purposes. He must know the 
amount of claims outstanding and unpaid and therefore the amount 
of the appropriation or the allotment that remains free for future 
spending. Accounting on the accrual basis provides him with this 
information. 

Although the accrual system of accounting has been used for 
many years by business enterprises, it is the exception rather than 
the rule to find this system employed by governments. Our national 
government and the majority of our state and local governments still 
keep their accounts on the cash basis, despite the fact that students 
of public finance have for a quarter of a century recommended the 
adoption of the accrual basis.^ A few state governments and several 
city governments have recently provided for accrual accounting. It 
is likely that the application of this system will be extended in the 
future owing to the effort that is now being made to further budg- 
etary control in government. 

The Relation of the Accounts to the Fiscal Year . — ^Appropriations 
are usually made to meet the expenditures of a given fiscal year. 
This is true of annual appropriations and to some extent of con- 
tinuing appropriations.^ Taxes are also frequently levied for a given 
fiscal year, the receipts from them being intended as a means of 
financing that year’s expenditures. But in actual practice not all 
authorized amounts are disbursed or all taxes collected within the 
fiscal year to which they are supposed to apply. This means that 
some expenditures may be made and some revenues may be collected 
in one fiscal year that really belong to the preceding year or years. 
It is difficult to show this fact when the accounts are kept on the 
cash basis. If the accounts are closed promptly at the end of the 

^ See H. G, Adams, Science of Finance, 1898, pp. 201-21 1, 

/ ..See above, ,pp. ,116-121, , ■ 
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fiscal year, the resulting figures will not represent all the transactions 
of the year just completed; furthermore, they will contain some of 
the transactions of previous years. If the accounts are kept open 
until each fiscal year s transactions are completed, then separate sets 
of accounts must be maintained with the different fiscal years, thus 
resulting in additional labor and at the same time increasing the 
possibility of confusion. 

Under the English accounting system, there are two sets of 
accounts which show the national expenditures for each fiscal year. 
These are the ‘^exchequer account’' and the ^‘appropriation accounts.” 
The exchequer account shows the receipts paid into the consolidated 
fund and the issues (expenditures) made from it. This account is 
operated on a cash basis. It is closed promptly at the end of the 
fiscal year : to be exact, at three o'clock in the afternoon of March 31. 
The appropriation accounts are kept by the various departments and 
show in detail the expenditures made under each “vote.” They 
show the total expenditures chargeable against the authorization or 
grant of the fiscal year, including all payments, the orders for which 
have been signed before April i. The signing of these orders auto- 
matically includes the payments in the exchequer account for the 
fiscal year, although the actual disbursements may not be made 
until a later date. That date will depend upon the presentation of 
the draft by the payee for settlement. If he delays doing this beyond 
three months after the close of the fiscal year, a new draft must be 
issued and the payment is charged against the appropriation of the 
succeeding fiscal year. Thus the appropriation accounts are closed 
three months after the fiscal year ends, but the total expenditures 
which they show may not exactly correspond with the total issues 
made from the consolidated fund since it is possible that some 
drafts dated in one fiscal year may not be paid until the following 
fiscal year. The total issues (authorized expenditures) are shown in 
the exchequer account. Concerning the prompt closing of this ac- 
count at the end of the fiscal year, J. W. Hills, in his popular work 
on English finance, says : 

The total receipts into the [Consolidated] Fund and the total issues made 
from it during the year can then be ascertained. If there is any surplus of 
revenue receipts over the expenditure on Supply and Consolidated Fund 
Services that surplus is allocated to an account known as the Old Sinking 
Fund. A surplus of capital receipts over capital expenditure is not so 
transferred, however, and the amount remains as an Exchequer balance 
which is carried forward to the next year. Thus the account of the Consoli- 
dated Fund is balanced and the position of the national finances is ascertained 
directly the year closes. But it must be noted that the account does not 
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show with absolute precision the expenditure that has been made nor the 
revenue which has been received during the year. Some of the revenue 
collected is still in the hands of the revenue departments. Some of the 
issues made have not actually been spent, but are still in the balances of the 
Paymaster-General or of the sub-accountants. These balances, however, 
are kept as low as possible, and at the end of the year issues from the 
Consolidated Fund correspond very closely with the total expenditure.^ 

The French accounting system provides a set of accounts for 
each fiscal year which is kept open until all the transactions pertain- 
ing to that year are completed. These accounts may stay open for 
as long as five years, at the expiration of which time all old claims 
are annulled.^ In this way, the fiscal year is ''invested with a kind 
of personality.” Its arrears of income and outgo are placed to its 
accounts at a later date. This has the appearance of completeness, 
since it assigns to a given year all the transactions belonging to it. 
But in order to produce this result as many as five sets of accounts 
may be running at once. Hence the system is quite complicated 
and much of the accounting information is delayed until it is of 
little practical value. It does not furnish the complete information 
needed by the executive and the legislative body when the budget is 
being prepared and adopted. 

If a choice is to be made between the English and the French 
systems of accounting, the former wmuld seem to be preferable. 
The English system, even though less precise, furnishes the informa- 
tion quickly. This information may not be quite as exact as that 
produced under the French system, but at least Parliament has it 
promptly in taking action on the budget. 

As we have already stated, the accounting system of our national 
government is conducted on the cash basis. While it resembles the 
English system, it lacks the uniformity and simplicity of that sys- 
tem. The outstanding balances of appropriations are not lapsed at 
the end of the fiscal year, as is the usual practice in England. In 
the case of the annual appropriations, the law provides that the 
unexpended balances of such appropriations must be available to 
meet obligations incurred during the fiscal year for a period of 
twenty-four months thereafter. This means that the accounts for 
these appropriations must be kept open for at least two years after 
the year to which they relate has closed, which necessitates the 
running of three sets of books concurrently. Such arrangement 
makes it difficult to ascertain the exact condition of the treasury at 

^ John Waller Hills, The- Finance., of Governmenf, 1925, p. 107. 

^See Rene Stonrm, The Budget , (English translation of 7th edition) 1917, 
p. 530. 
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the close of any fiscal year, although this information is required 
under the budget and accounting act of 1921. 

Among our state and local governments which operate their 
accounting systems on the cash basis {i,e. the majority of these 
governments), various expedients are employed to take care of 
obligations incurred before the end of the fiscal year but which 
have not been finally settled. In some cases, the accounts are closed 
promptly at the end of the fiscal year but the unexpended balances 
of appropriations are reappropriated by the legislative body to meet 
any obligations which might already have been incurred. The record 
of these balances is then carried in connection with the accounts of 
the succeeding year's appropriations. In other cases, an additional 
period of from one to three months is allowed for closing the ac- 
counts of the previous fiscal year. At the end of this period, all 
unexpended balances of appropriations lapse.^ Some states, like 
North Carolina and Ohio, which are budgeted on a biennial basis, 
do not close their accounts until the end of the biennium. Although 
the appropriations are made on the annual basis, the unexpended 
balances of the appropriations for the first year of the biemiiiim are 
carried over and augment those of the second year. Practically the 
same method is followed in Alabama, which is the only state where 
the budget covers a quadrennium. In some of the city and county 
governments, the accounts are closed at the end of the fiscal year 
but the unexpended balances of appropriations are not lapsed. These 
balances are carried over and expended during the succeeding fiscal 
year. This is, in effect, practically the same as making additional 
or supplementary appropriations? 

If our governmental units — ^national, state and local — would in- 
stall accounting systems which operate on the accrual basis, most 
of the difficulties mentioned above would be overcome. The dis- 
tinction between the fiscal year in which transactions are consum- 
mated and that to which they belong would then disappear. All 
obligations would be recorded in the accounts at the time they were 
incurred.® The accounts could then be closed promptly at the end 
of the fiscal year ; there would be no need of holding them open for 
a period or of reappropriating the unexpended balances of appropri- 
ations. The amount of the outstanding obligations would be defi- 

^ In reality, it is the authority to continue to spend from the appropriations 
^ which' -lapses., 

^ See above, p. 486. 

® Of course, there would also be an entry in the accounts at the time the obliga- 
tions were paid, but this would merely show that the transactions had been 
completed. 
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nitely known at the end of the fiscal year and the appropriation 
accounts would have been encumbered to that extent, thus withhold- 
ing sufficient of the appropriations for subsequent liquidation. The 
unencumbered balances of appropriations, unless otherwise provided 
by law, would then lapse to the surplus account of the succeeding 
year. The application of this system would prevent spending agen- 
cies from incurring bills near the end of the fiscal year which 
exceeded that year’s appropriations. This is a common practice in 
state and local governments, such bills being carried over by the 
spending agencies and submitted for payment out of the following 
year’s appropriations. 

Another problem arises in connection with the closing of the 
accounts. This is the necessity for the establishment of a uniform 
fiscal year for each governmental unit.^ It is sheer nonsense for a 
governmental unit to provide a fiscal year that is different from 
the budget or appropriation year. Yet this is sometimes the case, 
as for example, in the state of Virginia. The budget year should 
coincide with the fiscal year. The accounts should be kept on the 
basis of the fiscal year, thus covering the transactions which have 
been authorized in the budget. Unless this is done, the executive 
will find great difficulty in comparing the actual transactions with 
the budget authorizations. 

Cost Accounts and Their Relation to the General Accounts.— 
We have already pointed out the need for cost accounts in connec- 
tion with the preparation of the budget.^ The chief value of these 
accounts, however, is in relation to every-day administration. Cost 
accounting is essential to the management of practically every depart- 
ment and activity of government. It is the means of determining 
the unit costs of commodities produced, work performed, or services 
rendered. In this way, it enables the administrator to test the 
quantity, quality, or results of governmental performance, and to 
come to some conclusion as to the returns from public expenditures. 
Hence the information developed by cost accounting is a valuable 
aid to financial management. 

Some persons have difficulty in bridging the gap between cost 
aGGOuiiting and general accounting, as they conceive the two. If 
viewed in their proper relation, one is not foreign to the other. 
In reality, cost accounting is the detailed and analytical part of 
general accounting; it begins where general accounting leaves off, 
but between them there is no clear-cut line of demarcation. Often 
analyses are produced in conjunction with general accounts which 
^ See above, pp. 331-335. ^ See above, pp. 170-171. 
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are of a cost nature. This is usually done in an effort to supply 
certain detailed data where cost accounts are lacking. The main 
purpose of the general accounts is to express the financial condition 
of the government and to furnish the information for control over 
receipts and expenditures, while that of the cost accounts is to supply 
the detailed data, principally in connection with operating expend™ 
itures, which are needed both for planning and direction. 

Cost accounting is now widely used in industry, but it is not 
extensively applied in government. As yet, it is largely limited to 
public works, to public utilities, and to certain institutional services. 
The application of cost accounting to governmental operations has 
been recently stimulated by the concerted effort of certain groups of 
taxpayers to keep down public expenditures and by the desire on 
the part of many officials to improve the quality of public admin- 
istration. To these ends it has much to contribute. 

Perhaps we should say something at this point about the analyti- 
cal methods and measurement units of cost accounting. The primary 
analysis for cost accounting purposes should be by organization and 
working units, since in this way administrative responsibility can 
be fixed. The organization unit, as we have explained in an earlier 
chapter, is the department, bureau, division, or agency of the gov- 
ernment, while the working unit is a subdivision of the organiza- 
tion unit based upon specific operations or kinds of work. The 
working unit is somewhat analogous to the cost center in industrial 
cost accounting; it is the basic unit of operation. At least two 
secondary analyses should be developed ; one of these should be by 
operative divisions and the other by purchases. The operative divi- 
sions are mainly of a functional nature; their purpose is to group 
certain phases of governmental work or service with the idea of 
making the cost data significant for administrative uses. The 
costs, for example, of a municipal water utility, may be divided 
according to three principal operative divisions, namely, production, 
distribution, and general administration. For other functions of 
government, such divisions are necessarily different, depending on 
the nature of each function. The analysis by purchases follows 
more or less familiar lines, which we have discussed in Chapter 
VIL It is made on the basis of the services, supplies, materials, 
etc,, required to carry on an operation, produce a commodity, or 
perform a service. In other words, it includes all the things for 
which public moneys are expended to carry on governmental work. 
If we know, for example, how much is paid for the material and 
labor required to lay a thousand square yards of street paving, we 
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can very easily figure the cost per square yard. When we arrive at 
this cost, it is the direct cost since it does not include any over- 
head charges, such as supervision by the department of public works 
under which street paving might be carried on. Such charges, if 
included, ought to be properly apportioned and are to be regarded 
as indirect cost. So that costs are made up of both direct and 
indirect elements ; this is true irrespective of the governmental func- 
tion involved. 

There is still another factor in cost keeping; that is the unit of 
measurement for purposes of analysis. This unit varies widely 
for the different governmental activities. We have noted above in 
the case of street paving that it is the square yard. It may be the 
cubic yard in concrete construction, the M gallon in water produc- 
tion and distribution, the cubic foot in gas supply, or the kilowatt 
in electric current. In any case, it is the measure of something 
produced. Perhaps the important thing is not what is produced but 
what is done — ^the work performed. Then the unit may, for exam- 
ple, be man hour, horse day, ton mile, or ton hour. If ten men 
work at a job for five hours, the total amount of work is equivalent 
to fifty man hours. When a service of some kind is rendered, the 
unit is chosen with the idea of indicating performance in the case 
of each service. For instance, in public schools, the student hour 
is the unit of measurement; in hospitals, the patient day. Cost 
measurement units are therefore of three rather distinct types : pro- 
duction units, work units, and service units. The selection of these 
units on the proper basis is highly important both in the formula- 
tion and the use of cost data. Such data may be significant or not, 
depending entirely upon the analytical approach. This is the reason 
we have digressed at this point to say something about the methods 
of cost accounting.^ 

Centralhation of the Accounts.— Thtro, should be a central ac- 
counting office in each governmental unit. This office, as we have 
already pointed out, should be under the control of the executive; 
it should be set up preferably as a bureau or unit of the department 
of finance? It should be under the direction of a chief accounting 
officer with the title of controller, since no moneys would be paid 
into or out of the treasury without his approval. He should be 
responsible for supervising the entire accounting system of the 
government, for supplying the executive and his budget officer with 

^ See Municipal Finance, by A, E. “Buck and others, 1927, Chapter V, for a dis- 
cussion of cost accounting and its application to municipal government. 

"As related to financial organization, see above, pp. 439-451. 
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the information needed in financial management, and for conducting 
the administrative audit 

It must be admitted, however, that there are certain difficulties in 
the way of centralizing the accounts, particularly in the larger units 
of government. Local governments lend themselves readily to the 
centralization of accounts. Their agencies are, as a rule, not scat- 
tered over a large area, so it is comparatively easy for them to com- 
municate with a central accounting office. Several city governments 
have already adopted the plan of centralizing their general accounts 
in one office, the spending agencies being informed periodically by 
this office regarding the status of their appropriation accounts. 
Difference of opinion, however, exists among accountants as to the 
feasibility of centralizing the cost accounts in one office. Some 
claim that the operating departments and agencies should have the 
cost information prepared under their direction, since they have 
the greatest need for it Others assert that the executive also 
requires cost information in connection with the execution of the 
budget, that he should have it available in summary form and 
should review it periodically, since it presents an index to per- 
formance which he cannot otherwise have. It is physically possible 
in local governments to convey the various daily reports required 
for cost keeping to the central accounting office where the cost 
records may be kept and the data produced as it is needed by the 
executive and different administrative departments and agencies. 
There is little doubt that cost data can be produced with greater 
accuracy and rapidity by a central accounting office than by the 
separate operating departments, since such office may make use of 
mechanical devices which the government cannot afford to install 
in all the departments. For example, the use of the Hollerith or 
Powers tabulating machines is indispensable to the accurate and 
speedy production of cost data, and for that matter of any detailed 
accounting analyses, such as the distribution of expenditures by 
objects, A unit or '‘battery” of these machines, consisting^ of the 
small devices for punching the cards, the sorter, and the tabulator, 
can be made to produce the detailed accounting analyses, if properly 
operated, for a city or county government with a volume of business 
large enough to satisfy the requirements of a hundred thousand 
population. Cities, like Cincinnati, Ohio, and counties, like Henne- 
pin County, Minnesota, are now using these machines in their 
central accounting offices. ^ ^ ^ 

The problem of centralizing the accounts of state governments is 
not as simple as that of the local governments. This is largely due 
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to the fact that in many states the governmental agencies, particu- 
larly the institutions, are widely scattered, so much so that four or 
five days are sometimes required in transmitting reports by mail to 
and from a central office at the capitoL However, this does not 
prevent the keeping of a system of general accounts in one office 
under the control of the governor. Some states, notably Massa- 
chusetts and Virginia, have already organized their accounting sys- 
tems on such basis. In these cases, subsidiary accounts, principally 
of a cost nature, are kept by the institutions and some of the depart- 
ments. Complete centralization of accounts exists from the control 
standpoint, but the cost data are still produced by the operating 
agencies. It would seem to be feasible, particularly in the smaller 
states, to work out a scheme whereby the cost data might be pro- 
duced from the central office. The advantages of such a scheme 
are apparent from what we have already said with respect to local 
governments. 

The difficulties in centralizing the accounts of the larger states 
are magnified many times in the case of the national government. 
Federal agencies are scattered all over the world. Reporting by 
mail takes days, weeks, or even months. Authorizations to spend 
must, in these cases, be granted in advance and payment must be 
made through disbursing officers, if payrolls and bills are to be 
met promptly. However, it is not impracticable to centralize the 
general accounts for the departments and agencies whose activities 
are carried on within the territorial boundaries of the country. 
Some steps have already been taken in this direction. It is proposed 
to set up a system of general and controlling accounts in the 
Comptroller GeneraFs office. At the present time, certain general 
appropriation accounts are kept in a Division of Bookkeeping and 
Warrants in the Treasury Department, while each operating depart- 
ment or establishment maintains a system of accounts covering its 
transactions. Except for the formal authorization to spend from 
the appropriations which is granted by the Treasury with the ap- 
proval of the Comptroller General, the control over expenditures 
prior to the disbursement of moneys is now largely exercised by 
the departments or establishments. When the proposed accounting 
system has been developed in the General Accounting Office under 
the Comptroller General, it will be entirely outside the administra- 
tion, being supervised by an officer who is in theory an agent of 
Congress. The President and his budget officer will be in the 
position of having to depend on an independent office for the in- 
formation needed in executing the budget. If they do not succeed 
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in getting it from this office, they will have to rely, as at present, 
on the departmental accounting offices, which are to be continued 
under the proposed system. The departmental accounts are to be 
subsidiary to the general control accounts under the Comptroller 
General Therefore, this officer will, in effect, be auditing his own 
accounts.^ 

The proposed national accounting system, if carried out, will 
differ widely from the English system. It will lack some of the 
safeguards and much of the effectiveness of the latter system. In 
England, the exchequer account (general account covering the issues 
from the consolidated fund) is under the Treasury: supporting this 
account are the appropriation accounts kept by the various spending 
departments.^ The Comptroller and Auditor General, who is the 
direct agent of Parliament, controls the exchequer issues in conjunc- 
tion with the Treasury and performs the independent audit of the 
general and departmental accounts. Unlike the Comptroller General 
of the United States, the powers of the Comptroller and Auditor 
General of England ‘^are strictly limited and defined, and he pos- 
sesses no initiative and can take no action, until he receives a requi- 
sition by the Treasury for a credit on the exchequer account. '' ^ 
His principal function is auditing, either continuously or periodi- 
cally, the accounts of the government and reporting to Parliament 
on them. In so doing, he does not audit his own accounts, for the 
accounting system is under the direction of the British Treasury, 
which is in the nature of a gigantic department of finance. 

Suppose we applied the salient features of the English accounting 
and fiscal system to our Rational government. This would require 
the general and controlling accounts to be kept in the Treasury 
Department with subsidiary accounts in the various departments 
operated by officers responsible to the Treasury accounting office. 
Control over expenditures and the collection of revenues would be 
exercised by the Treasury Department, thus placing the responsibil- 
ity for the fiscal operations squarely upon the administration. The 
Comptroller General would concur with the Treasury Department 
in releasing the appropriations for expenditure, but his principal 
duty would be that of auditing the accounts of the administration 
and reporting thereon to Congress. 

The Administrative Audit.— The administrative audit, as the 
term is here used, refers to the checking of revenues and receipts 
at the time of collection and the examination and approval of claims 

^See below, pp. 560-564. ®See above, pp. 524-525. 

® A. J. V. Durell, Parliamentary Grants^ 1917, p. 165. 
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before payment. It is the means of establishing current budgetary 
control, of preventing loss of revenues, and of forestalling irregular 
expenditures. As applied to expenditures, it is sometimes called 
the ''preaudit” in contradistinction to the "postaudit.” It should 
be performed by an officer of the administration, such as the con- 
troller or other central accounting officer. However, this is not 
always the case in practice. 

In the national government, the administrative audit is performed 
by the departmental disbursing and accounting officers. There is 
no central office in the administration which checks all payrolls and 
other claims before payment. Such checking as the Comptroller 
General now does is ordinarily of the postaudit type. In other 
words, the spending agencies through their disbursing and account- 
ing officers generally perform the preaudit of their own claims before 
payment. The examination of orders or contracts before obligations 
are entered into is also largely a departmental matter. The setting 
up of obligations as encumbrances against the appropriations is like- 
wise done by the departmental accounting officers. It cannot, there- 
fore, be said that the national method of preaudit is completely 
satisfactory from the standpoint of budgetary control. 

The national accounting scheme prevails in some of the states : 
the departments and institutions audit their own bills before pay- 
ment. Many of the states, however, provide for a central audit of 
all claims prior to settlement, but this audit is performed by an 
officer independent of the administration. This officer, generally 
called the controller or the auditor, is usually elected directly by 
the people, or in a few instances, appointed by the legislature. He 
is usually responsible for both the administrative audit and the 
independent audit; furthermore, he is in the position of having to 
audit his own accounts. This is, indeed, a queer mixture. Some 
states have remedied this anomalous situation by making the inde- 
pendent officer a post auditor of the accounts which are kept by 
the administration. This is the case, notably in Massachusetts and 
Virginia, where an officer, called the comptroller, keeps the general 
books and performs the preaudit under the direction of the gov- 
ernor.^ This arrangement, namely, a controller under the super- 
vision of the governor and an independent auditor, preferably 
appointed by the legislature, is without doubt the most satisfactory 
from the viewpoint of establishing executive responsibility for 
carrying out the budget. Besides, it affords an effective method of 
^ See above, p. 447. 
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keeping the legislature informed on the financial operations of the 
administration.^ 

Several of the local governments, particularly the cities, provide 
for a satisfactory administrative audit. The accounts are centralized 
in an office under the administration and all claims are carefully 
audited before the treasurer is authorized to pay them. There is 
often a postaudit either by state officers or by public accountants 
employed by the local legislative body. 

We may refer briefly to the means of performing the administra- 
tive audit. The checking of revenues and receipts involves the use 
of billing systems, financial stationery, and accounts of the amounts 
to be collected. In this way the accounting officer can know whether 
the revenues due the government are being collected promptly, 
whether the amounts collected are correct, and whether the full 
collections are being deposited in the treasury. The checking of 
expenditures requires the use of payrolls, employment records, con- 
tracts, purchase orders, advice of goods received, and accounts of 
appropriation balances and fund resources. By the use of these 
documents, the accounting officer can determine before a claim is 
paid whether the expenditure involved is covered by an appropria- 
tion, whether it is otherwise legal, and whether the government has 
received what it is asked to pay for. When the accounts are kept 
on the accrual basis, it is also possible for the accounting officer to 
encumber the appropriation or the allotment with the amount of the 
proposed expenditure when the obligation is incurred. This insures 
that sufficient money will be reserved to meet the expenditure and 
also that the appropriation or the allotment will not be overexpended. 

The administrative audit, however, should involve more than 
merely a check on the things the government acquires and the 
amounts it pays for them. It should cover the use which is made 
of these things, if it is to be of real service to the administration. 
That is, it should be extended until it becomes what has been termed 
an "'operation audit, namely, a checking of performance. Desir- 
able as this may be, it is largely impossible at the present time owing 
to the inadequate development of governmental cost accounting.^ 

Treasury Management.— Tre functions include the collec- 

tion, custody and disbursement of public moneys. It is desirable 
to centralize these functions in a single office, preferably a bureau 
or division in the department of finance under the executive. The 
treasurer should be in direct charge of the office. This is, in effect, 
the arrangement in the national government, although the Treasury 
^ See below, pp. SSi-SS^ and 564-568. ** See above, pp. 527-529. 
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Department includes other functions some of which are entirely 
outside its proper scope/ In the state governments, however, the 
treasury is generally independent of the executive, being controlled 
by a treasurer wdio is either elected by the people or appointed by 
the legislature. In New York and Virginia, the treasury has re- 
cently been placed under the governor by the reorganization of the 
state government. . State treasuries do not, as a rule, perform all 
the treasury functions. Revenues are often collected by various 
agencies, which may turn the money into the treasury or withhold 
part or all of it. Therefore, the treasury may not have complete 
custody of the funds, and disbursements may be made without the 
authority of the treasurer. Such arrangement adds to the dif- 
ficulties of financing the budget, as we shall explain below. In 
the local governments, especially the cities, we often find the treas- 
ury functions under the control of the chief executive or admin- 
istrator. But these functions may not be under the same office; 
there may be a collector as well as a treasurer. Furthermore, 
separate offices or departments may collect revenues and retain 
them for indefinite periods. Current taxes may be collected by one 
office and delinquent taxes by another. Disbursements may be 
made by various spending officers. All of which adds to the incon- 
venience of the taxpayers, reduces the effectiveness of auditing 
control, and adds to the worries of the executive in meeting the 
expenditure requirements of the budget. 

We must omit the details of treasury management, important 
as they are. Suffice it to say that the treasurer's accounts should 
not duplicate those of the controller ; he should keep merely a record 
of cash receipts and disbursements. He should follow the most 
approved methods in safeguarding the government's funds through 
the use of depositories. There are, however, three general phases 
of treasury management which we should not pass over without 
some discussion, since these are closely connected with the execution 
of the budget. They relate to the prompt and full collection of 
revenues, the concentration of moneys in the treasury, and the 
elimination of special funds. 

Prompt and Full Collection of Revenues , — In order to realize the 
schedule of anticipated income for the fiscal year, there should be 
prompt and full collection of all revenues. This is not an easy mat- 
ter, even where the revenues can be accrued or definitely assessed 
in advance. Take, for example, the general property tax, which 
constitutes the main source of income of all local governments. This 
^ See above, pp. '448-451. 
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tax is usually levied on both real estate and personal property. The 
collection of the tax which applies to real estate can usually be 
enforced, since it is possible to sell the property if the tax due on 
it is not paid in a stated time. But the collection of the tax on 
personal property can be enforced only with great difficulty and 
never completely. This is due largely to the fact that personal 
property is moveable. Other kinds of taxes, such as the income 
tax, are generally self -assessed, the individuals or corporations pay- 
ing them being permitted to determine by certain rules the amounts 
which must be paid. There are various methods, however, by which 
the government may arrive at the probable number of persons or 
concerns which should pay taxes, as well as the approximate amount 
that each should pay. These methods coupled with the auditing of 
the returns help to ensure the full collection of such taxes. But 
we cannot discuss the numerous problems of tax collection. Taxes 
or other revenues which remain uncollected generally add to the dif- 
ficulties of financing subsequent budgets. This is particularly true 
where delinquent taxes are entered as an item in the income side of 
the next budget, as is sometimes done in certain local governments. 

Concentration of Moneys in the Treasury . — The concentration 
of revenues and receipts in the general treasury is necessary to pro- 
vide a surplus for financing the various operations of the govern- 
ment, It amounts, in other words, to pooling the cash resources 
of the government. When the different departments and institu- 
tions are permitted to collect and retain for their own use part of the 
income of the government, the chief executive or administrator is 
to that extent hampered in the free use of the moneys. The treas- 
ury official cannot, as a rule, draw on these moneys. Furthermore, 
they are scattered around in various deposit accounts, so there is 
not enough surplus in any one account at one time to care for a very 
large expenditure. The situation is, in a way, similar to having the 
moneys in the general treasury segregated as between a number of 
special funds. We shall discuss these funds later. 

In the national government and in some of the state and local 
governments, the public moneys are to a very large extent concen- 
trated in the general treasury. But decentralization of moneys is 
more the rule than the exception, particularly in the state govern- 
ments. Many of the states permit departments which take in fees 
of one kind or another to carry them in special accounts payable 
to the order of departmental officials. The same thing is permitted 
in the case of many state institutions, perhaps to a much larger 
extent. State institutions often have their own bank accounts to 


THE BUDGET IN OPERATION 537 

which they deposit the fees they collect and upon which they draw 
checks to pay their bills. Not infrequently these institutions draw 
from the general treasury, in monthly or quarterly installments, the 
moneys which have been appropriated to them by the state legis- 
lature to supplement the fees which they collect. Each institution, 
therefore, becomes practically an independent unit so far as the 
handling of its finances is concerned. Whatever executive super- 
vision is exercised over it must be on the basis of reports; central 
financial control in this case must be mainly of the postaudit type. 
In North Carolina, for example, practically all the state institutions 
and many of the departments operate according to this scheme. 
While this practice of segregating state income by placing it to the 
deposit accounts of various departments and institutions may be 
regarded as advantageous to the departments or institutions con- 
cerned, such practice cannot be defended from the standpoint of 
financing the state government as a whole.^ For this reason, several 
states have recently abandoned the practice and now require that 
all state moneys must be deposited promptly in the general treasury. 

One of the most thoroughgoing arrangements of this kind for 
the handling of state moneys is to be found in Massachusetts. The 
constitutional amendment establishing a state budget system, which 
was adopted in 1918, provides in section i as follows: ‘‘All moneys 
received on account of the comrnonwealth from any source whatso- 
ever shall be paid into the treasury thereof.” This provision is 
further amplified by subsequent laws which provide that all rev- 
enues and receipts collected by the several departments, institutions, 
and agencies of the state must be turned into the general treasury 
daily, unless for good and sufficient reason the treasurer shall permit 
otherwise. In order to facilitate this procedure, the comptroller, a 
member of the commission on administration and finance,, prescribes 

^ In England, by the so-called “appropriations in aid’’ certain departments are 
permitted to retain and expend the miscellaneous revenues or “extra receipts” 
which they collect without passing them through the general treasury. While these 
extta receipts do not appear on the exchequer account, they have to be rigidly 
accounted for. They are appropriated to each service and together with the appro- 
priation from the consolidated fund (called the net appropriation) constitute the 
gross appropriation for that service. Any excess over the maximum appropriated 
from the extra receipts must be turned into the exchequer as a miscellaneous 
receipt of the consolidated fund. Even under this system of control, the use of 
“appropriations in aid” has been severely criticized as making it very difficult to 
prepare a complete statement of all governmental receipts and expenditures, as 
being “inconsistent, illogical, and misleading,” and as being “a breach of the 
sound rule that all receipts should be paid into the consolidated fund, and that 
all payments should be made from it,” See Willoughby, Willotighby and Lindsay, 
The System of Financial Administration of Great Britain, iqr/, Qiapter V, par- 
ticularly pp. 108-110; also J. W. Hills-, The Finance of Government, 1925, pp. 33-35v 
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all forms for the recording of receipts by the various state agencies, 
and keeps central accounts of the receipts in his office. This enables 
him to check the departmental and institutional receipts, and also 
to predict the revenues available on the income side of the budget. 

Several other states have provisions similar to that of Massachu- 
setts. The Illinois civil administrative code, adopted in 1917, pro- 
vides as follows: “The gross amount of money received by every 
department from whatever source, belonging to or for the use of the 
state, shall be paid into the state treasury, without delay, not later 
in any event than ten days after receipt of the same, without any 
deduction on account of salaries, fees, costs, charges, expenses or 
claims of any description whatever^” Idaho, Maryland, Nebraska, 
Tennessee, Vermont, and Virginia have since adopted similar provi- 
sions in connection with their administrative reorganization acts. 
Some of these states, however, do not, as yet, rigidly enforce the 
requirement. 

State institutions frequently object to depositing all of their fees, 
such as tuition, rent, board, etc., in the general treasury on the 
ground that it hampers their operations. But this objection can be 
easily met by providing an “imprest cash,” or “petty cash,” fund 
for each institution. The institution can then meet its incidental 
expenses out of this fund. When the bills which have been paid 
out of the fund are submitted to the central accounting office, it 
can order the fund reimbursed out of the general treasury to the 
total amount of the bills turned in and approved. In this way central 
control can be established over the expenditure of the moneys, 
and, at the same time, the institution can have sufficient cash to 
meet all its incidentals which must be paid on the spot. Such a fund 
can be applied equally well to the institutions, departments and 
agencies not only of state governments but also of the national 
and local governments. 

The Elimination of Special Funds . — ^As we have pointed out in 
an earlier chapter, most special funds are undesirable from the 
budgetary standpoint.^ They place undue restrictions on both the 
appropriation and the expenditure of public moneys, particularly 
the latter. They seriously hamper the use of available cash in the 
general treasury. When this cash is segregated into a number of 
fund accounts, there is no mobility to the treasury balances. Claims 
may be held up because the balance in a certain fund is not sufficient 
to meet them, when other special funds have surpluses which are 
quite .ample to pay them. It often happens that the general fund 

^ See above, p. 214. 
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may be overdrawn, while several of the special funds have large 
balances. In short, the proper utilization of the treasury resources 
is not possible under the limitations imposed by numerous special 
funds. 

Nevertheless, such funds still exist in great numbers in several 
of our state and local governments. As many as fifty or sixty spe- 
cial expendable funds are to be found in some of the states. How- 
ever, the recent tendency is to get away from the use of special 
funds and to concentrate all moneys, as far as possible, in one 
fund — ^the general fund. 

The national government may be regarded as having only a gen- 
eral fund to the credit of which all treasury receipts are placed. 
Special accounts are set up whenever it is desired to keep a record 
of certain receipts coming into the treasury. But these accounts 
do not limit the fluidity of treasury balances. Among the states, 
Massachusetts has practically eliminated the special expendable funds. 
All revenues and receipts, with the exception of certain bond moneys, 
are placed in the general fund. Other states, notably New York 
and Virginia, are moving in this direction. Some cities have largely 
eliminated the special expendable funds. 

Personnel Supervision and the Budget. — Personnel is the most 
important single factor in government both from the operating 
and the fiscal point of view. Our attention here is directed to the 
latter aspect. By and large, salaries and wages "consume about 
50 per cent of the current expenditures of government. Hence 
the financial requirements of personnel are enormous. The admin- 
istration of the expenditures for personal services is in itself a major 
problem in the execution of the budget. Of special interest in this 
connection are the classification of employees, standardization of 
salaries, control over payrolls, and handling of retirement and pen- 
sion funds. 

The classification of employees from the standpoint of positions 
furnishes a practical basis for arriving at compensation require- 
ments, It eliminates superfluous and misleading titles by defining 
each position and assigning to it a proper designation. Not infre- 
quently fifteen or twenty different titles appear on governmental 
payrolls which, upon analysis, turn out to be merely different names 
for a single position, the work being practically identical in all cases. 
Obviously, adequate compensation cannot be determined on any 
such basis. Furthermore, opportunity is offered for political favor- 
itism and even graft. If, under such conditions, the legislative 
body appropriates lump sums for personal services, it has no assur- 
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ance that the amounts will be properly used by the administration 
in employing personnel. The other alternative is to examine each 
position and to fix its compensation in a detailed appropriation 
schedule. This throws a large burden upon the legislative body 
in determining the budget — a burden which it is not usually equipped 
to assume. Besides, this method of fixing compensation is generally 
unsatisfactory in the end. It results in a more or less rigid deter- 
mination of the personnel for each department; the administrator 
is given little or no leeway in adjusting his force to the varying 
needs of the work. 

An adequate classification system is the solution. It removes 
from the legislative body the onus of considering multitudinous 
details in passing on the budget. It permits lump sum appropria- 
tions to be made for personal services with the assurance that 
proper control can be exercised over their expenditure. This is 
already apparent from the working of the federal classification act 
which Congress passed in 1923. The experience of several state 
and local governments shows that these results can be attained 
through the classification of employees. 

Standardization of salaries is closely related to classification ; in 
fact, it is an integral part of a classification system. First, the 
position is determined and given a specific title ; second, a definite 
scale of pay is attached to it. In fixing this scale a number of 
factors are usually taken into account The more important of 
these are competition on the part of private employment, cost of 
living, salary range from minimum to maximum, hazards of the 
work, and provisions for a retirement system. Even when these 
factors have been taken into consideration and standard salary rates 
have been fixed, some adjustment is necessary from time to time in 
order to keep the salaries and wages in line with changing economic 
conditions. Several methods have been employed to this end. The 
most common one is the salary bonus, which amounts to a fiat sum, 
say, one, three, or five hundred dollars added to the yearly rate 
of each employee. This is, at best, a crude method, a kind of hit- 
or-miss scheme. The most scientific method thus far employed in 
this country to adjust standard salary rates to the fluctuating cost 
of living was adopted by the city government of St. Paul, Minne- 
sota, in 1922. The basic entrance salaries, which are the compensa- 
tions deemed adequate for the living conditions that prevailed in 
1916, are adjusted on January i of each year on the basis of the 
latest available index on the cost of living in that city or in the 
vicinity as prepared by the United States Bureau of Labor Statistics. 
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The actual percentage of increase so determined constitutes the ad- 
justing percentage applicable to the standard salary rates. This 
adjusting percentage, for example, was 53 per cent for the year 
ending December 31, 1927. The full percentage, increase, how- 
ever, is only allowed to the lower paid employees, it being assumed 
that the higher paid ones are not affected so seriously by the rise 
in the cost of living. So far the cost of living has been steadily 
increasing, but should it decrease, this method would afford a definite 
and equitable means of reducing salaries.^ 

Since the central accounting office is responsible for payroll con- 
trol, it should have the cooperation of the civil service or personnel 
agency, where such an agency exists.^ This agency should check 
and approve all payrolls before they are submitted to the account- 
ing office. For convenience in checking the payrolls, the agency 
should maintain a service record card for each employee. This 
card should show the title of position, the salary or wage, the date 
of appointment and subsequent changes in status, the service ratings 
(if any), the name of the organization unit in which employed, and 
the name of the employee’s immediate superior. When a payroll 
reaches the central accounting office, it should be the duty of the 
controller to ascertain whether each name listed thereon is bona fide, 
whether each employee has actually worked during the time indi- 
cated, and whether his compensation is regular and within the 
amount previously authorized. In order to do this, the controller 
should have an ad vice-of -employment card with respect to each 
employee furnished by the employing department and approved by 
the personnel agency. This card should contain much the same 
type of information as that presented on the service record card 
noted above. The controller should also have a daily time report 
which may be presented in combination with the payroll. With the 
aid to these records and occasional test checks, he can usually detect 
payroll padding and inaccuracies. However, he cannot answer the 
all-important question from the standpoint of administration, 
namely, whether or not the employee is necessary to the work of the 
government. Other facts, mainly job analyses and data from cost 
accounts, are necessary for this purpose. 

Finally, schemes for retiring and pensioning governmental em- 

^ See John B. Probst, “St. Paul Adopts a Stabilized Wage,” National Mmkipal 
Review, October, 1926, pp. 574-579. Also see St. Panl City Ordinance No. 6446 
(as amended to February, 1927) on salary standardization and rates of compen- 
sation. 

^In many state and local governments, there is no such agency at the' present 
time. Personnel supervision is a departmental matter. 
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ployees are rapidly gaining in popularity. The national government 
and several state and local governments have recently inaiigiirated 
pension systems. Since the funds on which these systems operate 
are, in nearly all cases, contributed wholly or partly by the govern- 
ment, they constitute a growing charge upon the public budget. 
Furthermore, the management of such funds, if they are to be kept 
in a sound financial condition, requires experience and ability on 
the part of the administrator. Periodic reports should be prepared 
setting forth the assets and liabilities of pension funds. Actuarial 
studies should be made as often as every five years of the mortality, 
service and compensation experience of the members and beneficia- 
ries of the pension system. 

Control of Contractual Services. — Contractual services, particu- 
larly postage, telephone, telegraph, and traveling, are difficult to con- 
trol from the central accounting office. This is due to the fact that 
these services may be charged to the government without any evi- 
dence of the government having received or actually used them. 
The most common example of this is postage stamps. Thousands 
of dollars may be expended by a government for stamps and signed 
receipts may be secured from the postoffices to the effect that the 
stamps have been delivered, but how can the central accounting 
office know that they have been used on government mail? The 
use of postage stamps for private purposes is a source of petty 
graft in many governmental units. Officials use them on private 
mail, employees send them to mail order houses and peddle them at 
local stores. Several methods have been devised to check this type 
of graft. Some governments use perforating machines which punch 
a letter or monogram through the face of each stamp. This may 
prevent mail order houses or local concerns from accepting the 
stamps, but it does not preclude their use on private mail. The 
most effective method seems to be the central mailing room where 
all letters are put through a stamp meter machine. Such mailing 
rooms have been established in New Jersey and Virginia for all 
state departments and agencies located at the capitol. Cities may 
make use of central mailing rooms more easily than states. 

Telephone service may also be used for private ends. The best 
check on this is through a central switchboard which keeps a record 
of all calls. Telegraph service may be checked through a report 
showing the number, length, and destination of all telegrams. In 
some cases, it may be feasible to require copies of the telegrams to 
be filed. Freight and express charges can be audited through item- 
ized bills which can be compared with railway tariffs. When the 
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government buys light, heat, power, or water, it should require that 
these services be metered, if possible, and that bills be rendered 
periodically. 

Several methods are used in reporting traveling expenses, some 
of which involve a great deal of red tape. Perhaps the most satis- 
factory method is to require that each trip be previously authorized 
by a responsible administrative officer and that the employee making 
the trip submit a detailed list of expenses. About the best test that 
can be applied to traveling expenses is the reasonableness of the 
items, bearing in mind that railway fares and hotel rates can be 
checked rather accurately. However, this does not determine the 
usefulness of any trip. 

Purchase and Handling of Commodities and Properties. — 
The centralization of buying authority is undoubtedly the first re- 
quirement in controlling governmental expenditures for commodities 
and properties. Each government should, as far as practicable, buy 
supplies, materials, and equipment through one office, preferably a 
bureau or division in the department of finance. This office may 
also arrange for the contractual services which the government 
ttses. 

Centralized purchasing, as it is commonly- called, is already 
widely applied in the governmental units of the United States. The 
national government has recently taken steps in this direction. A 
number of state governments have purchasing systems in operation. 
Scores of local governments have established central agencies 
through which their goods are bought. Centralized purchasing has 
definitely passed the experimental stage. 

Certain phases of purchasing are of special interest in connection 
with the execution of the budget. These relate to standard specifi- 
cations, approval of orders and contracts by the central accounting 
office, inspection of goods received, stock control, and record of 
goods in use. 

Standard specifications involve the selection of the best types, 
sizes and grades of goods required for the use of the government 
with adequate definitions to serve as a basis for bidding. As a 
rule, such specifications save time and money for the government. 
They permit the purchase of goods in quantities by consolidating 
departmental needs ; they facilitate the maintenance of stocks and 
eliminate waste and surplusage due to individual preferences. 
Standardization tends to encourage competition, since bids are 
placed on a more comparable basis. Vendors are compelled to 
speak the same language. Favoritism in awarding contracts is 
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largely eliminated. Care, however, must be taken not to adopt 
specifications which will secure for the government inferior goods 
at high prices with slow deliveries. 

All orders and contracts made by the purchasing office should 
receive the approval of the central accounting office before they be- 
come valid. Orders for goods, for example, should pass through 
the accounting office before they are mailed to vendors.^ Simul- 
taneously with the approval of each order the appropriation or 
allotment out of which it is to be paid should be encumbered with 
the amount of the order. Payment for the goods is thus assured 
as soon as the invoice is received. At the same time, any over- 
expenditure of the appropriation or allotment for commodities is 
effectively forestalled. 

The government should provide for the inspection of all goods 
received. Such inspection should include quality as well as quantity. 
Standard specifications are of little value unless the government can 
be assured that the goods delivered are in conformity with them. 
Chemical tests should be made whei'e the nature of the goods re- 
quires analysis to determine quality. 

Where the government maintains storehouses, reports should be 
sent to the central accounting office at least once a month, showing 
goods on hand at the beginning of the month, goods received during 
the month, goods delivered during the month, and goods on hand 
at the end of the month. These reports should enable the con- 
troller to check the condition of the stores. 

It is important to have a record of supplies or equipment in use, 
so as to determine their approximate life and to prevent their 
diversion to private ends. For example, household linens may be 
marked with the date they go into use, a method which is employed 
by the Pullman Car Company, Periodic inventories will then give 
some idea of wearing qualities as well as quantities. Small tools 
may be marked in such manner that they can be easily recognized 
as government property. Pieces of equipment may be marked with 
indelible ink or with numbered brass tags for purposes of record and 
identification. Several state and local governments now use such 
means of identifying and keeping a record of their equipment Each 
government should have a complete inventory of the real estate and 
other property which it owns. Several state governments, for ex- 
ample, are without a complete record of state owned property. In 

^Of course, it must be borne in mind that the size and organization o£ a govern- 
ment may place certain limitations on this procedure. See Russell Forbes, Govern- 
mental Purchasing, 1929, for an authoritative and comprehensive treatment of this 
and other phases of centralized purchasing. 
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1924, the department of efficiency of the state of Washington pre- 
pared a 200-page book, presenting the plats and full descriptions of 
the real estate owned by the state government. This was the first 
time that such a record had been produced in the history of that 
state. 

Supervision and Investigation by the Budget Staff Agency.— 
Whether the budget staff agency of the executive is a division of the 
department of finance or an independent bureau, it usually has cer- 
tain supervisory and investigative powers in connection wnth the 
execution of the budget.^ It is usually responsible for an examina- 
tion of the departmental work programs and the expenditure allot- 
ments. In certain state and local governments, it acts for the 
executive in approving the allotments. The schedule of anticipated 
income is sometimes prepared by it with the aid of the central 
accounting office. It often receives copies of the reports on income 
and outgo which go to the executive during the fiscal year, such as 
we have described in the early part of this chapter. When the ex- 
ecutive wants any special investigation made with respect to the 
finances of the government, he usually turns to the budget agency. 
If it is not equipped for such work, it may secure temporary inves- 
tigators. 

The Bureau of the Budget of the national government is required 
by the budget and accounting act of 1921, when directed by the 
President, to make a detailed study of the federal departments and 
establishments for the purpose of enabling the executive to deter- 
mine what changes should be made in the existing organization and 
methods, the regrouping of services, and the appropriations for 
activities. In addition to these statutory powers of investigation, 
the Bureau has developed certain supervisory agencies which work 
under its direction. These are the so-called coordination agencies, 
which consist of a Chief Coordinator, codrdination boards, and area 
coordinators. The office of Chief Coordinator was created by ex- 
ecutive order in 1921. This officer was, at first, concerned solely 
with the utilization and disposal of surplus war stocks. Later he 
was given general direction over all the coordinating agencies. He 
was provided with three assistant coordinators, handling purchase, 
motor transport, and traffic. Starting in 1921, the Bureau of the 
Budget began to create coordination boards through executive orders 
or by the issuance of circulars with the force of executive orders. 
Ten or eleven of these boards are in existence at the present time. 
They consist of representatives from the departments and establish- 
^ See above, Chapter IX, particularly pp. 291-298. 
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merits and are each under the direction of a chairman appointed by 
the Chief Coordinator. These boards are concerned mainly with 
the improvement and standardization of governmental practice and 
procedure. The agreements which they reach are transmitted to the 
spending agencies through the Bureau of the Budget. Since the 
coordination boards are largely concerned with the services at the 
national capitol, nine area coordinators have been appointed to 
supervise governmental operations in the field. These coordinators 
work in areas which correspond to the nine corps areas of the army. 
In most cases, they are army, navy, or marine officers. The scheme 
of providing for area coordinators is based upon that used by the 
American Expeditionary Force in France. The area coordinators 
are assisted in the field by the federal business associations. These 
associations are composed entirely of federal emploirees, there having 
been some 267 of them in 1928 scattered tlirouglioiit the United 
States. 

While some doubts have been expressed in certain quarters with 
respect to the general effectiveness of the coordinating machinery set 
up , in the Bureau of the Budget, ■ there seems to, be no question on, 
this point in General Lord’s mind. In liis 1928 report (p. 21) , he 
says :, a means of promoting economy and efficiency in the public 
■service "by' bringing 'into close contact and cotiperation departments 
and establishments performing routine functions that are similar in 
nature, these coordinating activities have done much to promote and 
maintain the principle that the interests of the government as a 
whole are paramount to the interests of any one department or 
establishment.” 

General Lord hit upon the idea of organizing a number of so- 
called “clubs” as a means of bringing about certain economies in the 
operating expenditures of the various departments and establish- 
ments of the national government At his direction, the first of 
these clubs— the Two Per Cent Club — ^was organized in January, 
1925. It is reported to have saved $60,000,000. In June, 1925, the 
One Per Cent Club was organized. It is said to have saved an 
equal amount. In January, 1926, the Two Per Cent Personnel 
Club was started, its purpose being to reduce by 2 per cent the cost 
of personnel through omitting to fill vacancies that arise during the 
fiscal year. It is estimated to have saved several million dollars, the 
amount for 1928 being reported at nearly $20,000,000. In Janu- 
ary, 1927, the Correspondenee Club was inaugurated upon the dis- 
covery that the cost of government correspondence averaged 26 
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cents a letter. The purpose of this club is to spur up the output of 
government stenographers. 

Then came the Woodpecker Club, which was instituted in June, 
1927. Its name, so General Lord said, was derived from the story 
of the fellow who when asked if he had ever done anything to 
conserve the forests replied that he remembered having once shot 
a woodpecker. The purpose of this club is to encourage each of the 
half million or more employees in the federal service to save as 
much as a dollar during each fiscal year. No reports are required; 
hence this club is, in truth, the “settle-with-your-own-conscience or- 
ganization.'' Concerning the "'economies" brought about by it, 
General Lord, in his address at the meeting of the "Business Organi- 
zation of the Government" on January 28, 1929, spoke feelingly 
as follows : 

The Interior Department circularized its employees urging them to enlist 
in the Woodpecker Club and pledge themselves to make a specific saving 
during the 3^ear of at least $1. I read from a letter sent to the district super- 
intendent by a clerk at an Indian agency in Oklahoma. The letter was a 
response to the department circular: 

^Trom the appropriation for lights and fuel I have saved at least $1. . . , 
by sitting by the open fire in the evening with the lights turned out except 
when reading. . , . Through an open window my kitchen light shines 
into a mirror on my bathroom wall, which in turn reflects the light onto the 
white wall opposite and illuminates the entire bathroom.^' 

And you smile. I did when I first read it. Then I pictured that lone 
federal worker, on an Indian reservation, in far distant Oklahoma, with 
little opportunity to save, studying to make his modest contribution to federal 
economy and efficiency. And I smiled no longer. Spanning the prairies, 
crossing the rivers, and singing its way across the great open spaces, that 
subdued but penetrating note of economy that pulses through every phase 
of federal activity, sounding clear and full in the remotest parts of the globe 
wherever the flag flies, found a responsive echo in the thought and con- 
sciousness of this loyal worker at one of the nation^s outposts. 

The latest addition to this aggregation of clubs is the Federal 
Casualty Club, proposed by General Lord in January, 1929. In 
order to qualify for membership in this club, the departments and 
establishments must let all vacancies remain unfilled up to June 30, 
1929, "thereby contributing toward a balanced budget the far from 
negligible sum of $12,500,000." This means of balancing the cur- 
rent budget approaches the ridiculous: no matter how important and 
how necessary to the operation of the government the positions may 
be wdiich happen to become vacant, they are not to be filled ! While 
these so-called"cIubs" may aid in bringing about certain economies, 
they are in no way a substitute for real budgetary control 
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Executive Conference with Administrative Officers* — Where 
the administrative functions of the government are handled through 
a few departments with single heads, it is possible for the executive 
to bring these heads together as a cabinet for the discussion of mat- 
ters relating to budgeting and financial management.^ This is the 
practice in the national government, the President having frequent 
conferences with his cabinet which consists of the heads of the ten 
great administrative departments. While these conferences deal 
with all the problems of government, the)^ frequently relate to 
budgetary matters. In addition to the cabinet meetings, there are 
the semiannual meetings of the ‘‘Business Organization of the 
Government.” These meetings have been held in January and June 
ever since the national budget system was established in 1921, the 
sixteenth being held at Memorial Continental Hall in Washington 
on January 28, 1929.^ Both the President and the Director of the 
Budget address these gatherings and their speeches are generally 
broadcast throughout the country over one of the leading radio net- 
works. President CooHdge has said that these semiannual meetings 
are “a new departure in the conduct of tlie business of nations,” 
their general purposes being to “report to the people on our steward- 
ship and plan our policies for future operations.” The real reason 
for them, however, seems to be to enlist the support of the bureau 
chiefs and other subordinate officers of the administration in carry- 
ing out the expenditure plan of the budget in the absence of genuine 
budgetary control. That such is the case is indicated by the remarks 
of President Coolidge in his speech to the meeting held on June 10, 
1927. He said on this occasion : 

In connection with your plans for 1928 , 1 reiterate the principle established 
during these budget years, that the amount made available by the Congress 
constitutes the maximum of expenditure and not the minimiini. You must 
divest your minds of thought of possible accessions to the amounts given 
and administer your activities with the purpose of effecting every proper 
saving. You must consider the grant of budgetary funds by Congress as 
final for the year and for the purposes appropriated. 

But there is another angle to the semiannual meetings of the 
“Business Organization of the Government.'” The radiocasting of 
these meetings appears to attract a large audience throughout the 
United States, thus helping to stimulate popular interest in the 
national budget. One of the leading newspapers of the country, in 

^ See above, pp. 431-439. 

® President Hoover, however, did not hold one of these meetings in June, 1929, 
as had been the custom under the Coolidge administration. It is rumored that 
he may discontinue the practice. 
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commenting editorially on the sixteenth meeting tinder the title, 
‘The Drama of the Budget/’ said: 

In liis hands [General Lord’s] the presentation of the budget rises almost 
to the proportions of a well-rounded theatrical performance. The United 
States Army Band furnishes the overture and incidental music, and the 
President of the United States, rising amid the strains of “Hail to the Chief,” 
the prologue. 

Then comes the play in which the cast consists of that very versatile artist, 
General Lord, who not only instructs and educates but also amuses and 
entertains. Dusty statistics are made to dance about like minstrels while 
prosaic facts assume attractive garb and are accepted cheerfully, or at 
least with a wry smile, by even those department heads which find in them 
the instrument for cutting their appropriations. And through it all General 
Lord tells stories, tells them with geniality and effect, tells them well. The 
band plays, the curtain drops, the seen and unseen audiences applaud and 
The Budget, a one-act drama — ^tragedy or comedy, however you may look at 
it — comes to an end for another six’ months.^ 

In some of the states which have recently reorganized their ad- 
ministrative structure, it is the practice for the governor to hold 
regular meetings with his department heads. Governor Smith of 
New York, for example, frequently held such meetings after the 
reorganization of the state government became effective on January 
I, 1927. They were termed “cabinet meetings,” all the departmental 
heads which were responsible to the governor usually being present. 
In addition, the budget director was generally present. The purpose 
of these conferences was to aid the governor in determining the 
administrative policies for the state government, many of which 
related to fiscal matters. 

Another example of state cabinet meetings is the one inaugurated 
by Governor Young of California under the state reorganization 
plan of 1927. This plan provided for a governor’s council, con- 
sisting of the department heads who, with one exception, are ap- 
pointed by the governor. Since the plan became effective on July 
29, 1927, regular monthly meetings of the council have been held 
which usually lasted from nine in the morning until seven in the 
evening. These meetings are open to the press and the public. Each 
department head reviews the work of his organization during the 
month, so that when the council meeting has concluded “there has 
passed in review the entire story of the business of the state trans- 
acted within the month.” In this way duplication of effort and 
work at cross purposes are avoided. F urthermore, Governor 
Young thinks that by this method “California has at last evolved a 
businesslike procedure in giving direction to the state’s busiiiess.” 

The Christian Science MomiQr^¥^rmTY 6, ig2g. 
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Mtinicipal executives frequently take counsel with their admin- 
istrative officers, particularly in the manager-governed cities. For 
example, Louis Brownlow, when city manager of Knoxville, Ten- 
nessee, followed the practice of having biweekly meetings with his 
department heads for the discussion of the city’s finances and other 
administrative problems. Such meetings, held at least once a month, 
would seem to be of value in every local government wdiere the 
administration is directed by a single executive. 



CHAPTER XVII 


THE INDEPENDENT AUDIT 

Control of the public purse, in the final analysis, rests with the 
legislative body. This body designates the sources from which 
money may be raised for the support of the government ; it specifies 
the general purposes for which this money may be spent; it shapes 
the administration to perform the work which it thinks is necessary 
to the well-being of the citizens. In order to be assured that its 
wishes, as expressed in law, are being properly carried out, the 
legislative body must have some means of checking the income and 
the outgo of the government, of reviewing the methods and processes 
of the administration. This is attained by an independent audit of 
the accounts and records kept by the administration under the direc- 
tion of the executive. Such audit is a necessary and final step in 
the completion of the system of budgetary control which we have 
outlined in the two preceding chapters. Only through this audit 
can the legislative body be assured that the executive is carrying out 
the budget according to the general policy defined in the law and also 
in keeping with the stipulations set forth in the appropriation and 
revenue acts. 

It goes without saying that certain machinery and methods are 
rec|uired to perform the independent audit. First, there should be 
an auditor with a competent staff who is completely outside the 
control of the executive, preferably responsible to the legislative 
body. It should be the duty of this officer to make an audit of the 
administration's records and methods and to report on it directly to 
the legislative body. Secondly, there should be a special committee 
of the legislative body, except in the case of a small unicameral body, 
to receive the report of the auditor and to examine it with a view to 
making such recommendations for legislative action as seem war- 
ranted. Thirdly, the auditor should not maintain accounts, thus 
being in the position of auditing his own records, but he should 
verify the general and other accounts kept by the administration, 
either by continuous or by periodic checking, and report on these 
to the legislative bod^^ 

These are, in brief , the essentials of the independent audit, as the 

551 .. 
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writer sees them, both from the standpoint of organization and of 
procedure. While there is general agreement upon the necessity for 
the independent audit, there is some difference of opinion among 
specialists in public finance and accounting as to the machinery and 
methods which are required to perform such audit. All do not agree, 
in every particular, upon the essentials as stated above. To this we 
shall come later. 

Various provisions for the independent audit have been made in 
the different governmental units — national, state and local — of this 
country. Generally speaking, these provisions are unsatisfactory; 
they accomplish only part of what is clearly desirable. They have 
come into existence in a more or less haphazard manner, restricted 
by tradition and hedged in by political forces. Only in a few in- 
stances have they been deliberately planned wdth the intention of 
providing an orderly arrangement which w^ould meet the present-day 
demands of financial control. This we shall try to set forth in the 
subsequent discussion, dealing with the agencies for independent 
audit in our national, state and local governments. 

The Independent Audit of the National Government. — Pro- 
visions for an independent audit of the financial operations of the 
nation^ government were entirely lacking prior to the passage of 
the budget and accounting act of June lo, 1921. Up to that time, 
the general auditing, as well as the central accounting control, such 
as it was, was exercised through the Treasury Department. The 
Comptroller of the Treasury and the six auditors for the depart- 
ments were in charge of this work. Since these officers were a part 
of the administration, being responsible to the President through 
the Secretary of the Treasury, it was argued that the audit which 
they performed of the accounts was subject to possible influence 
and pressure by the departmental officers. Some evidence seemed to 
point in this direction : since there was no independent check on the 
administrative auditors, it would be quite natural to expect that the 
audit system might not be rigidly adhered to under all circumstances. 

To correct this situation, the budget and accounting act created 
a new agency known as the General Accounting Office, The func- 
tions of the Comptroller of the Treasury and the six administrative 
auditors were transferred to this office, their positions being abol- 
ished. The General Accounting Office, as established under this act, 
is, for all practical purposes, independent of the executive. It is 
under the direction of the Comptroller General who, although ap- 
pointed by the President, serves for a term of fifteen years and is 
removable only by joint resolution of Congress or by impeachment. 
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It is, therefore, a legislative rather than an executive agency. The 
main purpose of it, as we shall presently see, is to strengthen con- 
gressional control over the administration in regard to the collection 
and disbursement of funds. 

In the eight years that have elapsed since its creation, the General 
Accounting Office has grown into one of the great establishments of 
the national government It now spends for its support approxi- 
mately $4,000,000 a year. The Comptroller General receives an 
annual salary of $10,000.^ There is an Assistant Comptroller Gen- 
eral whose salary is $9,000 a year. In addition, there are nearly 
2,000 officers and employees. Early in 1927 the General Accounting 
Office was provided with permanent quarters in the former Pension 
Office Building. Its work has been organized into a number of 
divisions, such as, the law division, the claims division, the audit 
division, the bookkeeping division, the Post Office Department divi- 
sion, and the personnel division. 

Functions and Work of the General Accounting Office . — The func- 
tions of the General Accounting Office may be summarized as fol- 
lows : ( I ) control of treasury receipts and issues, (2) settlement and 
adjustment of claims against the government, (3) settlement and 
adjustment of claims due the government, (4) supervision of the 
accounting system and the keeping of the general accounts of the 
government, and ( 5 ) making investigations for and reports to Con- 
gress on financial matters. 

Control over treasury receipts and issues is exercised by the 
General Accounting Office in this manner. A record is made through 
the use of what are known as “treasury warrants’’ of all moneys 
paid into or out of the treasury. The warrants ordering moneys to 
be paid into the treasury are called “covering warrants” ; those order- 
ing moneys to be paid out are called “settlement warrants” when 
payment is made directly from the treasury and “accountable war- 
rants” when payment is made through a disbursing officer. In order 
to make these warrants valid, the Comptroller General must counter- 
sign them after they have been drawn and signed by the Secretary 
of the Treasury, It becomes the duty, therefore, of the Comptroller 
General to see that all moneys are properly deposited in the treasury 
and that none issues therefrom except in accordance with the au- 
thorizations of Congress, This, however, is a more or less routine 
matter; it is relatively simple as compared with some of the other 
duties of the Comptroller General. Furthermore, it does not include 

^The national budget for 1930 recommended a salary of $12,000 a year, but 
this was not approved by Congress, 
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the settlement of claims and the auditing of accounts, which are dis- 
cussed below.' 

The General Accounting Office derives its authority for the settle- 
ment and adjustment of all claims against the government from a 
provision of the budget and accounting act, which reads as follows: 
^*AIl claims and demands whatever by the Government of the United 
States or against it, and all accounts whatever in which the Govern- 
ment of the United States is concerned, either as debtor or creditor, 
shall be settled and adjusted in the General Accounting Office/’ This 
provision, when read in connection with another provision of the 
same act which confers upon the General Accounting Office the 
duties of the Comptroller of the Treasury and the six departmental 
auditors, means not only that all claims of every kind shall be settled 
by the General Accounting Office, but also that its settlement ^^shall 
be final and conclusive upon the executive branch of the govern- 
ment.” In making settlement with respect to expenditures, the Gen- 
eral Accounting Office must audit all bills and vouchers presented for 
payment. This audit may be either a preaudit (audit before pay- 
ment) or a postaudit. In practice it is usually a postaudit, although 
some preaudit work has recently been instituted in a few of the 
governmental establishments. Under the postaudit method the pay- 
ments made by departmental disbursing officers are not usually set- 
tled by the General Accounting Office until several months after the 
expenditure. In cases where these disbursing officers have made 
overpayments (and there are many such cases), it is very difficult 
for the government to effect recovery. Between the time of payment 
and the audit, the payee may have left the country, gone into bank- 
ruptcy, or died.^ By the use of the preaudit method, this situation 
can be avoided, since the final settlement and adjustment is then 
made before payment. Although the disbursing officers are held 
responsible for the payments which they make without previous 
authority from the Comptroller General, this does not insure that 
these payments will be found satisfactory when finally audited by the 
General Accounting Office. The disbursing officers, of which there 
are about 3,000, some 2,000 being within the boundaries of the 
United States, try to protect themselves by making an audit of the 
claims before payment. These claims are later audited by the cen- 
tral accounting offices of the departments and again by the General 
Accounting Office. This amounts to a triplicate audit. The Comp- 
troller General has proposed that the audit by the central accounting 

^ See the Annual Report of the Comptroller General of the United States for the 
Fiscal Year 1927, p. 43. 



THE INDEPENDENT AUDIT S5S 

offices o£ the departments, known as the administrative audit, be 
dispensed with and that the claims be passed from the disbursing 
officers to the General Accounting Office. In any case, it is the audit 
of the General Accounting Office which finally detei'mines the valid- 
ity of all expenditure claims. As to the propriety of this, we shall 
say more later.^ 

In the settlement and adjustment of claims due the government, 
the General Accounting Office conducts an audit of receipts. Its 
authority for doing this is found in the provisions of the budget and 
accounting act which have been cited in the preceding paragraph. 
As a matter of fact, the General Accounting Office attempts to do 
considerably more than merely to make an audit of collections. It 
claims that its authority extends to a determination of the amounts 
that should be collected by the government and offered for deposit 
in the treasury. On this point, it has come into conflict with the 
views of the Secretary of the Treasury which are supported by the 
opinions of the Attorney General. The result, so far, has been this : 
the General Accounting Office is limited practically to an audit in 
the case of internal revenue receipts; no definite stand has yet been 
taken with respect to customs receipts, not even in the matter of an 
audit. The Supreme Court of the United States has indicated in 
the case of customs receipts that it favors the stand taken by the 
Secretary of the Treasury.^ While the authority of the General 
Accounting Office seems not to have been seriously disputed in the 
case of miscellaneous or departmental receipts. Congress will prob- 
ably have to settle the matter with respect to internal revenue and 
customs receipts by more clearly defining the powers of the Comp- 
troller General in this regard. Furthermore, the General Accounting 
Office has claimed the right to enforce the collection of claims due 
the government. It has even ordered moneys which it ascertained 
to be due the government from officers and employees, particularly in 
the Navy Department, to be deducted from their salaries. This has 
raised a storm of protest on more than one occasion. Complainants 
have taken their cases to the courts. In several instances, the Court 
of Claims and the inferior federal courts have rendered decisions 
on these cases, but the Comptroller General has refused to be bound 
by the opinions of such courts. Here again, congressional action 
will probably be required to settle the matter, since the judicial con- 

> ■" ^ See, 'below,' pp. ,5'6o-s64. ^ ' 

® Beii F. Wright, Auditor of the Philippine Islands vs. Ynchansti and Company, 
United States Supreme Conrt, decided December 13, 1926. 
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struction of the law as it now stands is not likely to meet the require- 
ments of effective financial management. 

As its name implies, the General Accounting Office is intended to 
keep the central or controlling accounts of the government. It is also 
authorized to * ^prescribe the forms, systems, and procedure for 
administrative appropriation and fund accounting in the several 
departments and establishments.’' While accounting systems have 
been worked out and installed in several of the operating services, 
these have not yet been tied up to a set of general accounts. Very 
little has thus far been accomplished in the direction of installing a 
central accounting system. However, uniform classifications of 
expenditures and of income have been devised and promulgated for 
general use in accounting and budgeting.^ 

Finally, the Comptroller General is authorized to ‘^investigate, 
at the seat of government or elsewhere, all matters relating to the 
receipt, disbursement, and application of public funds." He is 
required to report to Congress at each regular session on the work of 
the General Accounting Office, making such recommendations as he 
may think advisable with respect to the handling of national finances. 
He is also required to conduct investigations and make re|x>rts when 
ordered by either house of Congress or by any committee of either 
house having jurisdiction over revenues, appropriations, or expendi- 
tures. The Comptroller General and his staff therefore constitute 
an investigational agency for Congress on matters of finance. So 
far, Congress has made little use of the General Accounting Office 
for this purpose. 

The English System of Independent Audit , — By way of contrast 
with the structure and functions of the General Accounting Office 
which we have just described, let us notice briefly the organization 
and methods employed in carrying out the independent audit system 
of the English government. This system rests mainly on two agen- 
cies which were created many years ago by Parliament: one is the 
Comptroller and Auditor General and the other is the Public Ac- 
counts Committee. 

The office of Comptroller and Auditor General was established 
by the exchequer and audit act of 1866.^ The Comptroller and 
Auditor General is appointed by the Crown and holds office during 
good behavior. He can only be removed from office by the sovereign 
on an address from both houses of Parliament. He is independent 

^ See above, pp. 194 217-218. 

®The complete title of this ofBce is ‘Comptroller General of the receipts and 
issues of His Majesty’s Exchequer and Auditor General of Public Accounts.” 
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of all departments and of the executive, being solely responsible to 
the House of Commons. No cabinet can override or dismiss him. 
tiowever, it is his duty to cooperate with the Treasury: in this 
respect, he is a very important agent in seeing that the treasury 
regulations regarding expenditures are properly carried out. 

The duties of the Comptroller and Auditor General, as his title 
indicates, relate to two distinct tasks — one is control and the other is 
audit. We shall first note his duties with respect to control. The 
Treasury cannot obtain money from the exchequer account without 
his concurrence; at the same time, he cannot himself issue money. 
It is only by joint action between the two that money passes from the 
exchequer to the Paymaster General where it is under the supervision 
of the Treasury. The authority of the Comptroller and Auditor 
General, however, differs somewhat as between the consolidated 
fund services and the supply services. “He is in a position,’^ says 
Major Hills, “to check completely issues made for the consolidated 
fund services, and no more can be spent on such services than is due 
and authori2ed. For supply services he is not in such a strong posi- 
tion. As Auditor, he can censure misapplication of money, but as 
Comptroller he cannot prevent if ^ But on the whole, his duties as 
a controlling agent of Parliament, while important, are, as Colonel 
Durell says, “infinitesimal as compared with his duties as an 
auditor.’’^ 

The duties of the Comptroller and Auditor General as auditor 
of the accounts of the government are quite extensive. With respect 
to expenditures, he must ascertain, first, whether the payments shown 
in the accounts have actually been made, and, second, whether the 
money expended in each instance has been applied in accordance with 
the intention of the parliamentary grant. On the question of 
whether the money has been wisely spent, he has little to say. While 
he may be able to detect the more glaring extravagances, he is not 
expected to discover whether full value has, or has not, been received 
for the sums expended. In addition to the expenditure accounts, he 
also audits the accounts of the receipts of revenue. He is required to 
ascertain, in this case, that adequate regulations are enforced to 
insure the due assessment and collection of revenue, and he may 
examine, as he sees fit, the correctness of the amounts paid into 
the consolidated fund. But in his audit of revenue, “he has, gener- 
ally speaking, no power to go behind the administration with a view 

^John Waller Hills, The Finance of Government, 1925, p. 83. 

^A. J. V. Diirell, Parliamentary Grants, 1917, p. 167. 
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to seeing whether its accounts and records are complete,” His 
audit, both with respect to expenditures and revenue, is continuous, 
being carried on throughout the entire fiscal year. It is, in all cases, 
a postaudit. He does not attempt to cover all the claims of the gov- 
ernment arising during the fiscal year, since this would be a tre- 
mendous and costly undertaking. In practice, he makes what is 
known as a “test audit” of some of the large departments, that is, 
he selects some section of the departmental account and subjects it 
to detailed scrutiny. In this way he satisfies himself that the whole 
account is satisfactory. By rotating the section of the account 
selected each year, he is enabled to cover the entire account in the 
course of a few years. The effect of the audit is practically the 
same as if the whole account had been scrutinized each year, since 
each department does not know in advance which section of its 
account will be selected. In some of the large departments, the 
Comptroller and Auditor General keeps a staff which works continu- 
ously on the department's books.^ 

Any irregularities which the departments are unable to justify go 
into the report of the Comptroller and Auditor General at the end 
of the fiscal year. This report goes to the Public Accounts Com- 
mittee and to the House of Commons. If occasion seems to demand 
it, the Comptroller and Auditor General may go directly to the 
Speaker and get any matter laid before the House of Commons with- 
out waiting until the close of the year. In the main, the duty of the 
Comptroller and Auditor General is to see that no department mis- 
applies its appropriation. His reports are usually critical of the 
spending departments. '‘More and more,” says Major Hills, “in 
his work as Auditor is he concerned with efficiency — with the merits 
as distinct from the regularity of expenditure. He cross-examines 
the accounting officers on all points where payments appear to him 
questionable, and as a result of his examination and enquiries he is 
often able to detect cases of waste and extravagance. But . . . 
it is only the more glaring misspending that can be brought to light 
by his audit. He cannot examine the merits of each transaction nor 
measure the efficiency of any department’s daily expenditure. He 
has neither the material nor the specialised knowledge required for 
such criticism. But in spite of this limitation his examination of 
expenditure is of great value, and is an important factor in the pre- 
vention as well as in the detection of extravaganGe.”^ 

^A, J. V. Dtirell, Parliamentary Grants^ 1917, p. 177. 

^ See above, pp. 524-525 on English appropriation accounts. 

® John Waller Hills, The Finance of Government, 19^5, p. 122. 
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The Public Accounts Committee, which was instituted by Glad- 
stone in i86i, is appointed by the House of Commons at the begin- 
ning of each session. It is composed of fifteen members, 'Its 
chairman/’ says Major Hills, "is generally a distinguished represent- 
ative of the opposition, often a former Financial Secretary to the 
Treasury, and the actual Financial Secretary to the Treasury is only 
a private member of it Its service is onerous, but sought after. 
Many distinguished men have sat on it. Party differences affect 
it little. Meeting year after year, sitting in private, withdrawn from 
clamour and publicity, its members acquire a sense of corporate 
responsibility and corporate self-respect ... Its work is perhaps 
the most valuable part of parliamentary control of finance. True, 
it does not sit till long after the money has been spent. But it 
renders future misfeasance more difficult. Its business is to see that 
all parliamentary grants, including supplementary grants, have been 
applied to the objects which Parliament prescribed. But in reality 
it does more. It looks into causes as w^ell as consequences. It cen- 
sures improper expenditure as w^ell as improper accounting. It 
exposes w^aste and inefficiency. It has before it the reports of the 
Comptroller and Auditor General, and with these in view it carefully 
examines the accounts, administering advice, reproof and even pun- 
ishment should it be necessary. The Comptroller and Auditor 
General sits with it : so does a high Treasury official. Disagreements 
are rare, either among its members or with the Comptroller or with 
the Treasury. Nearly all its enquiries, indeed, are on points raised 
by the Comptroller, one more proof of the usefulness of this high 
officer of the House of Commons.”^ In the course of its work, 
the Public Accounts Committee can summon the accounting officers 
of the various departments and ask them to explain or justify the 
payments which have been made. When the Committee has con- 
cluded its examination, it reports to Parliament. Seldom are the 
reports of the Committee discussed in |he House of Commons, due 
to lack of time and also to the fact that the transactions reported 
upon have occurred some two or two and a half years earlier. But 
these reports always receive the careful consideration of the Treas- 
ury. It always takes definite action on the recommendations of the 
Committee, often putting them into effect, in part, if not in fofOyin 
the various departments.^ This it has the authority to do through 

^ John Waller Hills, The Finance of Government, 192$, pp. 123- 124. 

^The essence of the reports of the Public Accounts Committee together with 
the decision of the Treasury on the recommendations of the Committee are to 
be found in the Epitome of the Reports from the Committees of Public Accounts, 
1837 to published by His Majesty's Stationery Office, London, 1927* 
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the general supervision which it exercises over the financial affairs 
of the goxrernment. 

The work of the Public Accounts Committee and the Comptroller 
and Auditor General is, says Colonel Dttrell, ‘'based on the essential 
principle that parliamentary control depends, not on complicated 
checks imposed before expenditure takes place, but on early audit of 
the expenditure after it has been incurred, and by an .examination 
by Parliament itself of the results of that audit/' ^ This statement 
would seem to epitomize the English system of independent audit. 

Future Developmeni of the American System of Audit. — It seems 
quite clear that the American system of independent audit, as it is 
now developing in the national government, is departing from the 
general lines of the English system — a system which has stood the 
test of experience for tvo generations. The fact that the English 
governmental structure is of a different type from the American 
does not nullify comparison: basically, the object to be attained, so 
far as the independent audit is concerned, is the same in either case. 
The purpose is to establish the means for a legislative review of the 
execution of the budget. So far as structure is concerned, Congress 
failed, at least in part, to set up the necessary machinery for this 
purpose when it established the General Accounting Office in 1921. 
It should have created at the same time a single Committee on Public 
Accounts for the two houses, abolishing the present committees on 
public expenditures which are largely ineffective. The reports of 
the Comptroller General cannot be very useful unless carefully 
reviewed by Congress to the end that the executive and the admin- 
istration may be required to carry out the desirable recommenda- 
tions contained in these reports. A congressional Committee on 
Public Accounts, functioning along the general lines of the English 
Public Accounts Committee described above, seems indispensable 
to the proper handling of this work. 

So much for the structural part of our national audit system. 
Now let us briefly review the functions of the General Accounting 
Office as compared with those of the British Comptroller and Audi- 
tor General. In the first place, the authority of the Comptroller 
General of the United States extends much further in the direction 
of control than that of the British officer. Not only does the Comp- 
troller General approve all treasury receipts and issues, but he is 
actually authorized to control the payment of all claims against the 
national government. No claim is finally settled until he has passed 
upon it. All payments made by the departments and establishments 
^A. J. V. Durell, Parliamentary 1917, p. 109. 
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through their disbursing officers are subject to his review and ap- 
proval. He is, therefore, more than merely an auditor of expendi- 
tures, as in the case of the English Comptroller and Auditor General. 
In the second place, the Comptroller General of the United States 
has authority (at least, he assumes he has) with respect to receipts 
which extends much beyond a mere audit. He attempts to determine 
the amounts, so far without much success, which ought to be collected 
and deposited in the treasury.^ Furthermore, he attempts, in some 
cases, to enforce the collection of moneys which he has ascertained 
to be due the government. Should he be able to realize his desires 
in this respect, his powers would greatly exceed those of the English 
Comptroller and Auditor General wEich are confined to an audit. In 
the third place, the Comptroller General of the United States main- 
tains, or will maintain, the central accounting office of the national 
government. In connection with this work, he prescribes the sub- 
sidiary accounts for the departmental accounting offices and promul- 
gates the classifications which these offices are to use in reporting 
financial information. This arrangement not only places the Comp- 
troller General in the position of auditing his own accounts but it 
puts the supervision of the general accounting system outside the 
control of the President and his departmental heads. And yet, it is 
this system which produces the information that is indispensable 
to the execution of the budget and the general management of the 
government’s finances. As we have pointed out in the preceding 
chapter, effective budgetary control depends upon a central system of 
accounting under executive direction which provides for a preaudit 
of all claims. Our national system, as it is now developing under the 
General Accounting Office, fails to meet this requirement. Under 
the English system, the accounts are supervised administratively, 
the fiscal and accounting regulations emanating from the Treasury 
which is the great financial department of the executive. Finally, 
the auditing ivork of the Comptroller General of the United States 
is not completed as expeditiously and reported upon as thoroughly 
as ill the case of the British officer. The delay is due to the meticu- 
lous checking in detail of all vouchers and bills which is necessary 
as a part of the control system. The American officer cannot make 
test audits as a method of ascertaining that the accounts are accurate. 
His annual reports refer only in a general way to the knotty problems 
which he meets in the daily administration of the General Account- 
ing Office. He does not refer questions pertaining to executive and 
administrative management to Congress; he decides them himself. 

^ See above, p. 555-556- 
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Of course, as we have pointed out above, Congress has no satis- 
factory niachiiiery at this time through which it can consider and 
dispose of detailed reports from the Comptroller General* In this 
respect; it is very much hampered as compared with the English 
Plouse of Commons. 

While the work of the General Accounting Office seems to be 
definitely laid out with reference to the detailed control of expendi- 
tures and the supervision of the central accounting system, we believe 
that this development is, on the whole, moving in the wrong direc- 
tion and that experience will ultimately support our conclusion. We 
think that the functions of the Comptroller General, aside from the 
approval of treasury receipts and issues, should be strictly limited to 
auditing the accounts by the postaudit method, that the general 
accounts should be kept by the Treasury Department under the direc- 
tion of the President, that such subsidiary accounts as are necessary 
in the departments and establishments should be kept by officers 
directly responsible to the Secretary of the Treasury, and that such 
disbursing officers as are required in the departments, establishments, 
or field services, should also be directly responsible to the Secretary 
of the Treasury.^ 

While several arguments have been advanced in support of the 
existing arrangement, they are open to challenge on sound admin- 
istrative and financial grounds* W. F. Willoughby is perhaps the 
chief supporter of the Comptroller Generars present position which 
makes him, in effect, the chief accounting and controlling officer of 
the national government. In the first place, Mr. Willoughby argues 
that the federal administration is an agent of Congress, distinct from 
the executive, and therefore should be subject directly to the control 
of Congress rather than of the President in handling all its financial 
matters*^ He cites several court decisions in support of his position, 
which, no doubt, can be justified from a historical point of view. 
But he seems to overlook the fact that, while the powers of the 
administration are determined by Congress (no one will deny this), 
the agencies which exercise these powers, namely, the departmental 
heads and their subordinate officers, are directly responsible to the 
President.^ In other words, these agencies, at least for all practical 

^At the present time the departmental accounting officers and the disbursing 
officers are responsible to the departments or establishments which they serve. 
See above, pp. S3i“532* 

^W. F. Willoughby, The Legal Status and Functions of the General Account- 
ing Office of the National Government, Chapter III, particularly pp, 36-38. 

® This is supported by a recent decision, of the Supreme Court in the case of 
Myers vs. United States, 47 Sup. Ct. 21, decided October 25, 1926. According to 
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purposes j are under the direction and control of the executive. They 
are, in fact, further removed from the jurisdiction of Congress than 
are the British administrative agencies from the House of Commons, 
since the President is independent of .Congress while the English 
executive is responsible directly to the House of Commons. Yet 
Parliament has not seen fit to make the Comptroller and Auditor 
General the chief accounting and controlling officer of the English 
executive and administration simply because of the dependence of 
these agencies upon the House of Commons. On the other hand, it 
has been careful to limit the major functions of the Comptroller 
and Auditor General strictly to auditing and reporting. 

In the second place, Mr. Willoughby contends that, irrespective 
of the provisions made by Congress in the case of the Comptroller 
General, the system by which governmental claims are not only 
audited but also settled and adjusted by an officer who is independent 
of the executive is the correct one. This system, he asserts, is desir- 
able from the standpoint of efficient administration, since there is an 
element of danger in permitting the departments and establishments 
which incur obligations to pass on their own acts in the settlement 
and adjustment of such obligations.^ But the placing of the central 
accounting and controlling office outside the supervision of the execu- 
tive does not seem to us to be the best arrangement from the stand- 
point of the effective execution of the budget. Such arrangement 
leaves the executive, as we have pointed out above, without the 
information and machinery requisite to budgetary control. If the 
executive is to be held responsible for directing the administration 
(and such appears to be the present trend of governmental develop- 
ment in this country), he should not be deprived of the chief means 
by which he can make his will effective. This demands nothing 
less, it seems, than that he should have the central accounting and 
controlling office under his immediate supervision. Under an ar- 
rangement of this kind, the departments and establishments would 
not pass upon the obligations which they incur, a thing which Mr. 
Willoughby sees danger in, but these obligations would be settled 
and adjusted by the central accounting office under the Treasury 
Department. Further, this central accounting office would be con- 
stantly checked by an independent auditing officer under Congress. 
The existing arrangement does not provide this added check, since 
there is no agency at the present time to audit the settlements and 

this decision, the constitutionality of the Comptroller Generars office may even be 
questioned. 

^ W. F. Willoughby, Principles of Public Administration, 1927, pp, 631-632. 
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adjiistmeiits made by the Comptroller General. He is both controller 
and auditor : be makes decisions as controller and he approves 
these decisions as auditor. Is there not as much danger in an un- 
checked Comptroller General as in an uncontrolled administration? 
We think that this is perhaps a phase of the problem wliich IsIt. 
Willoughby has overlooked in his effort to justify the work of the 
General Accounting Office on its present basis. The recent extension 
of this work indicates that the General Accounting Office is fast 
becoming a huge establishment which is now aiming at the com- 
plete domination of all acts of the national administration relating to 
the collection and disbursement of moneys. In his annual report 
for 1927, for example, Comptroller General McCarl recommended to 
Congress that he be provided with a special legal staff to assist him 
in prosecuting the suits brought against the government in the Court 
of Claims, since he did not feel that the Department of Justice was 
giving the proper support to his contentions. Again, in his report 
for 1928, he recommended that the present system of making pay- 
ments through disbursing officers responsible to the various depart- 
ments be reorganized and that these officers be more directly account- 
able to his office. This means that the General Accounting Office 
will eventually become the national department of finance; in fact, 
it may already be said to approach that status. The Treasury De- 
partment is now little more than a collecting, custodial and disbursing 
agency. The Bureau of the Budget prepares the budget for the 
President, but it is legally without the power to enforce the execu- 
tion of the budget as the President may direct. Thus the President 
is, from a practical standpoint, largely without the machinery for 
executing the financial policies which have been outlined by Congress. 

The Audit Systems of State Governments. — The audit sys- 
tems of most state governments are not the result of careful design 
but of more or less haphazard growth. The office of auditor, fre- 
quently called controller, was one of the early state offices along with 
that of governor, lieutenant governor, secretary of state, treasurer, 
and attorney general. Two generations ago the work of these 
officers constituted about all there was of the state administration. 
It became the vogue then to elect by popular vote all, or nearly all, 
of these state officials, so the auditor was elected along with the rest. 
This method of selecting the auditor has continued to this day in 
the great majority of the states. In only three states — New Jersey, 
Tennessee, and Virginia- — ^is he appointed by .the legislature. So he 
may be looked upon, in most cases, as an officer who is independent 
both of the governor and of the legislature, except in so far as he 
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may be controlled by political alignment. His position, as an officer 
of the state government, is therefore entirely different from that 
of the Comptroller General of the United States. 

Now let ns examine briefly the functions of the state auditor. In 
nearly every instance (there are two exceptions which we will note 
later), he is the chief accounting and controlling officer of the state 
government. He keeps the general accounts, such as they are, and 
he approves the payment of moneys into and out of the state treas- 
ury. In the process of controlling receipts and expenditures, he 
makes, or is supposed to make, an audit of all income and outgo. 
His audit of expenditures is usually of the preaudit type, since it is 
by this method that he determines what payments are to be made. 
However, 111 making this audit, he rarely ever goes behind or ques- 
tions the statements of collecting or disbursing officers. Otherwise, 
his functions are, in general, similar to those of the Comptroller 
General of the national government. 

The state auditor, therefore, is usually in the position of auditing 
his own accounts, as well as those of the other state agencies. There 
is no check over him in most states, not even by the legislature. This 
is one of the reasons why we often find the departments and institu- 
tions under the governor keeping accounts to check against those kept 
by the auditor. In some states, the governor has an officer who does 
not keep accounts, but who makes a postaudit of those kept by the 
auditor and by the various departments and agencies. This is the 
governor^'s means of knowing that the state’s accounts are being 
satisfactorily kept and of getting the financial information which he 
needs in directing the governmental work. 

This situation with regard to the independent audit prevails in 
most of the states which have not recently reorganized their govern- 
ments. Even in many of those states which have adopted plans of 
reorganization, tiie situation is not greatly changed. Since nearly 
all these plans are statutory, they do not usually affect the functions 
of the auditor w^hich are frequently outlined in the state constitution. 
In several instances, a central accounting office has been set up in 
the department of finance under the governor, but the independent 
auditor continues to keep general accounts and to pass on claims 
as before. The latter’s decisions are final in the payment of claims, 
except in California and Minnesota, where the director of finance 
and the comptroller in the department of administration and finance, 
respectively, may overrule such decisions. 

With respect to the states in which reorganization has been 
brought about largely through constitutional amendments, namely, 
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New York, Massachusetts, and Virginia, the functions of the audi- 
tor" lia¥e been materially changed in two instances. 'Only in "New 
York has this officer, ■ who has the title of comptroller, remained the 
chief aecoiinting and controlling officer of the state government. 
His status was practically unchanged by the reorganization wffiich 
took place in 1927. He remains elective by the people, as before; 
his office, however, is designated as the department of audit and 
controL But in Massachusetts the auditor is limited strictly to 
auditing by the postaudit method; he keeps no accounts, but he 
audits the general and subsidiary accounts kept under the supervision 
of the comptroller's bureau in the commission on administration and 
finance which is responsible to the governor. He is required to 
report to the legislature, but he is not directly responsible to that 
body, being elected by the people. In Virginia, however, the struc- 
tural arrangement, so far as the independent audit is concerned, 
approaches more nearly the English scheme. The auditor is ap- 
pointed by the legislature ; he is its agent in reviewing and reporting 
on the accounts and fiscal affairs of the administration. The general 
accounts are kept in the comptroller's office under the supervision of 
the governor. The comptroller settles and adjusts all claims in the 
process of which he performs a preaudit. The postaudit of the ac- 
counts is then made by the auditor. 

The Virginia scheme, providing for an independent audit by an 
agent of the legislature, has been recommended for adoption in 
other states, notably in Ohio. The ‘'Model State Constitution," 
prepared by a special committee on state government of the National 
Municipal League, provided (sec. 28) that the single chambered 
legislature appoint an auditor to serve during its pleasure. His 
duties were briefly defined as the auditing of the accounts kept by 
the administration under the control of the governor, the reporting 
on this audit to the legislature and the legislative council, and the 
conducting of investigations for the legislature into the financial 
affairs of the state government. 

A weak point in the organization of practically every state legisla- 
ture, as in the case of Congress, is the lack of a joint committee on 
public accounts. In the absence of such a committee, the legislative 
body is likely not to give the report of the auditor the attention which 
it deserves. 

The Audit Systems of Local Governments.— The audit sys- 
tems of local governments, particularly of cities, have developed in 
much the same manner as in state governments. They have come 
through a long, and at times uncertain, process. Even today, there 
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is no standard type of auditing agency for local governments. For 
example, some cities have an auditor elected by the people; others, 
an auditor appointed by the city council; and still others, no local 
officer at all, the auditing being done by private or by state agencies.^ 

The elective auditor, sometimes called controller, in local govern- 
ments often performs the duties of chief accounting and controlling 
officer. Ill this respect, he usually exercises practically the same 
functions as the elective state auditor. Such is the arrangement in 
several of the large city governments and in the county governments 
of some states. 

Where the auditor is appointed by the local legislative body, he 
may exercise functions which extend beyond those of merely audit- 
ing. He is sometimes, as in the states, the controlling officer who 
keeps the general accounts of the government. 

Only in some of the cities operating under the more recent forms 
of government — ^the centralized mayor and the manager types — has 
the proper alignment been made between the accounting and con- 
trolling work and the auditing work. In these cities, of which Bos- 
ton, Cleveland, Rochester, and Toledo are examples, the accounting 
and controlling functions are exercised by an officer directly re- 
sponsible to the mayor or to the manager. The independent auditing 
functions are directed by the city council. The council may provide 
a local officer for this work, or it may hire certified public accountants 
from private concerns. The latter method is rather popular among 
the manager-governed cities. At the same time, it has certain ad- 
vantages over the permanent auditing officer. It is likely to produce 
a more independent review of the city’s accounts and finances and 
it is usually less expensive in the long run. Furthermore, the reports 
made by this method are likely to receive more attention on the part 
of the city council. This method, therefore, is to be recommended 
for city and other local governments, and even for the smaller state 
governments, in obtaining an independent audit under the supervi- 
sion of the legislative body. The independent audit may be a con- 
tinuous audit, or it may be a periodic audit ; the latter would seem to 
meet the requirements of legislative review in most of the local 
■governments.' 

Some state governments provide for an audit of the accounts and 

^ The county governments of some states are without any kind of independent 
audit, conducted either through local or state agencies. In some instances, the 
only fiscal officer is the county treasurer or trustee, who collects most of the local 
revenues, keeps the genera! accounts (such as they are), and audits his own trans- 
actions, when, as and if, he thinks advisable. So loosely run is county finance 
in some of our states I 
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finances of all local governments within their jurisdiction. This 
audit is usually conducted by the state auditor’s office or by a special 
bureau or division in one of the administrative departments. Where 
such audit is made at least annually and is thoroughly performed, it 
may take the place of the independent audit conducted under the 
direction of the local legislative body. However, the results of 
the audit should be fully reported to the local legislative body by the 
state auditing agency. This body should carefully examine the 
report and take definite action on the recommendations contained 
in it: 

^ 3}c ^ jfC ^ 

And so we have come to the end of our story. Public budgeting 
in the United States, let us reiterate, is still in the early stages of its 
development. Although substantial progress has already been made 
in this field, especially during the past decade, much remains to be 
done. From our standpoint, therefore, the future of budgeting is 
of greater concern than the past. It is for this reason that we have 
tried to point out in the preceding chapters what we believe to be 
the urgent tasks that lie immediately ahead of us. Are not these 
tasks worthy of the best efforts of statesmen and technicians? 
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CLASSIFICATION OF STATE BUDGET SYSTEMS 
ACCORDING TO THE TYPES OF BUDGET MAKING 
AUTHORITIES 

The following classification of state budget making authorities 
is based entirely upon the legal provisions in force up to January i, 
1929, and not upon the actual practice that prevails in the different 
states. For definitions of the various types, see Chapter III, pages 
28-29. Where a date appears in parenthesis after the name of 
a state, it indicates the year in which the budget law of that state 
was subsequently amended. The states with italicized names later 
changed to another type of budget making authority, the date of 
change being indicated after the name in each case. 

Among the states listed below, seven have budget systems which 
are established by constitutional amendments. These states and the 
time of adoption of the amendments are as follows: Maryland 
(1916), West Virginia (1918), Massachusetts (1918), Nebraska 
(1920), Louisiana (1921), California (1922), and New York 
(1927). The budget systems of the other forty-one states rest al- 
most entirely upon statutory provisions. 

Even from the legal standpoint, the development of budgetary 
methods in some of the states has been a matter of several years. 
As early as 1912, Massachusetts passed a law containing some provi- 
sions which were preliminary to budgetary procedure. Illinois, New 
York, and North Dakota also did the same thing in 1913. We have 
not indicated these early provisions in the subsequent table. Nor 
have we noted the fact that at least two of the territorial govern- 
ments of the United States have effective budget systems. The 
Philippine Islands has an executive type of budget system which 
was authorized by an act of Congress, dated August 29, 1916. The 
Territory of Hawaii also operates a budget system of the executive 
type which was established in 1925. 
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Board Type 

legislative 

Type 

1 

Year 

Executive 

Type 

Administrative 

Administrative 
and Legislative 


1911 

California (1922) 

Wisconsin (1917) 


2 


1913 Oregon (1921) 

Ohio (1921) 

191S Iowa (1924) 

Minnesota (1925) 
Nebraska (1919) 

Connecticut (1919, 1927) North Dakota 
Washington (1925) Vermont (1923) 

Arkansas 

3 

1 

1 

f 

1 

1916 Maryland 

New Jersey 

Louisiana (1921) 


New York (1921) 

4 


1917 Delaware (1921)* 
Illinois 

Kansas (192S) 

New Mexico (1919) 
Utah (1921, 1927) 

Tennessee (1923) 
Missouri* 

South Dakota (xgas) 


s 

■| 

I 

'1 

■f 

1918 Massachusetts (1922) 
Mississippi 

Virginia (1922) 

Kentucky (1926) 

West Virginia 

Georgia (1922) 


6 

i 

1 

1919 Arizona (1922) 
Colorado 

Idaho (192s) 

Nevada (1921) 

New Hampshire 
Oklahoma 

South Carolina 
Wyoming (1925) 

Alabama (1923, 1927) 
Montana 

Michigan 

Texas 

Maine 

North Carolina (1925) 


14 

1 

1921 Indiana (1927) 

Florida 

Oregon (1927) 

New York (1926) 


4 

' ' 1 

1922 California (1927) 




I 

■ 3 

1923 Pennsylvania (1927) 
Tennessee 

Vermont 




3 


1925 North Carolina 

South Dakota 
' Washington 




3 


1926 New York (1927) 
Rhode Island* 




2 


1927 Oregon 




I, 


Totals (less duplicates) 33 

10 

■ 4 

I 

.,■48 ' ' 



1 The 1917 law provided for budgetary procedure temporarily or “on trial/’ but the procedure was 
made permanent in 1921, 


^ The Missouri legislature passed an executive budget law in 1921 which failed on a referendum, in 
1922. In 1925 the governor made another proposal for an executive budget to the legislature, but it 
failed to pass, A reorganization bih, providing for executive budget proced\rre, was proposed in 1927 
and defeated by the legislature. Under the law enacted in 1917. the state tax commission submits 
merely a compilation of estimates to the legislature. 

3 A law was enacted in 1923 looking toward an executive budget. 
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EXPENDITURE CLASSIFICATION OF THE NATIONAL 
GOVERNMENT OF THE UNITED STATES 

The following is a copy of the order issued by the Comptroller 
General proniulgating a classification by objects of expenditure for 
all departments and establishments of the national government of 
the United States. The order, however, contains only an outline of 
the classification. Attached thereto are more than forty pages of 
explanatory and detailed matter, which we do not reproduce here. 

General Accounting- Office 
Office of the Comptroller General 
Washington 

Bulletin No. i May ii, 1922 

To the heads of all departments and establishments: 

1. In accordance with the provisions of section 309 of the Budget and 
Accounting Act, 1921, approved June 10, 1921 (42 Stat, p. 22), the follow- 
ing Classification of Objects of Expenditure is prescribed for use in the 
several departments and establishments of the Government of the United 
States for the purpose of obtaining uniformity in administrative appropria- 
tion and fund accounting and in the analysis of governmental expenditures, 
for the information of the President, the Congress, and such agencies of 
the Government as are required to deal with governmental expenditures. 

2. Beginning with July i, 1922, the appropriation and fund accounts of 
all departments and establishments of the Government shall be so kept as to 
permit the segregation of expenditures under the heads shown in the pre- 
scribed classification. 

3. The Classification of Objects of Expenditure referred to in paragraphs 
I and 2 above is as follows : 

CURRENT EXPENSES 

01 , , Personal services 
02",. ■ Supplies and materials: 

0200 Stationery and office supplies 

0210 Medical and hospital supplies 

0220 Scientific and educational supplies 
0230 ''.Fuel', 

0240 Wearing apparel and sewing supplies 
0250 Forage and other supplies for animals 
0260 ■ .Provisions 
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0270 Powder, projectiles, explosives, pyrotechnic supplies, and compo- 
nents thereof 
0280 Sundry supplies 
0290 Materials 

03 Subsistence and support of persons (service) 

04 Subsistence and care of animals, and storage and care of vehicles 

. (service) 

05 Conimiin i cation service : 

0500 Telegraph service 

0510 Telephone service 

0520 Other communication service 

06 Travel expenses 

07 Transportation of things (service) 

08 Printing, engraving, lithographing, binding, photographing, and type- 

writing (service) : 

0800 Printing and binding 

0810 Lithographing, engraving, and engrossing 

0820 Stenographic work, typewriting, multigraphing and mimeographing 

(job wmrk) 

0830 Photographing and making photographs and prints 

09 Advertising and publication of notices (service) 

10 Furnishing of heat, light, power, water, and electricity (service) 

ji Rents : 

1100 Rent of buildings and structures 

1 1 10 Other rents 

12 Repairs and alterations 

13 Special and miscellaneous current expenses 

FIXED CHARGES 

20 Interest 

Pensions, retirement salaries, annuities, World War allowances, and 
insurance losses: 

2100 Pensions 

2110 Retirement pay (or salaries) 

2x20 Annuities 

2130 Allowances 

2140 Bonus (World War) 

2150 Insurance losses 

22 Grants, subsidies, and contributions : 

2200 Grants to States and other political subdivisions 

2210 Contributions 

2220 Providence funds 

2230 Gratuities 

2240 Tuition 

2250 Burial expenses 

2260 Trade subsidies, and bounties 

ACQUISITION OF PROPERTY 

30 Equipment (includes live stock) : 

3000 Passenger carrying vehicles 
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3010 Fiiniiture, furnisliings, and fixtures 

3020 Educational, scientific, and recreational equipment 

3030 War equipment 

3040 Live stock (other than that purchased for slaughter and zoological 
garden stock) 

3050 Other equipment 

31 Land and interests in land 

5^ Structures and parts, and nonstructura! improvements to land ( in- 
cludes fixed equipment) : 

3200 Structures for military defense 

3210 Other structures 

3220 Nonstructura! improvements 

33 Stores purchased for resale (net) 

PAYMENT OF DEBT 

40 Public debt redemptions and purchases : 

4000 Public debt retirements chargeable to ordinary receipts: 

4001 Sinking fund 

4002 Purchase of bonds from foreign repayments 

4003 Pedemption of bonds and notes from estate taxes 

4004 Retirements from Federal reserve bank franchise tax' receipts 

4005 Retirements from gifts, forfeitures, and other miscellaneous receipts 

4006 Retirements from surplus revenue receipts 

4010 Public debt retirements from public debt receipts : 

401 X Interesting-bearing debt 

4012 Old debt retirements 

4013 National-bank notes and Federal reserve bank notes retired 

CAPITAL OUTLAYS FOR RIGHTS AND OBLIGATIONS 

50 Investments (includes working capital funds): 

5000 Investments in securities 

5010 Loans to foreign governments 

5020 Loans to railroads 

50 JO Working capital funds : 

503^ Capital stock of war emergency corporations 

5032 Payments to working capital funds 

5040 Investment of trust funds: 

5041 Government life insurance fund 

5042 Civil service retirement fund 

5043 District of Columbia policemen^s and firemen’s retirement fund 

5044 District of Columbia teachers' retirement fund 
5050 , . ' Seed-grain loans 

5/ Treaty obligations : 

\ioQ Payments of amounts fixed in treaties with foreign nations 

5110 Payments of amounts fixed in treaties with Indians 

5^ Repayments of deposits: 

5200 Repayments of moneys deposited by governmental corporations 

52x0 Outstanding liabilities 

5220 Repayments of deposits of personal funds made by soldiers, sailors, 

■ and marines 
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5230 Repayments to Indians of proceeds of sales of Indian lands 

5240 Repayments of deposits of personal funds of patients 

5250 Repayments of deposits of pension moneys of patients 

5260 Repayments of moneys of deceased inmates of National Home for 

Disabled Volunteer Soldiers 

5270 Repayment of moneys of citizens of the United States dying abroad, 
deposited by United States consuls or by foreign nations 
52S0 Special and miscellaneous repayments of deposits 
Refunds, awards, and indemnities: 

5300 Refund of fines, penalties, and forfeitures 

533:0 Refund of taxes and duties, not specified 

5320 Refunds on account of adjustments, not specified 

5330 Miscellaneous refunds, other than taxes or duties, not specified 

5340 Awards, not specified 

5350 Indemnities, not specified 

The items in this classification preceded by symbol numbers in bold £ace 
are the accounts prescribed. The headings preceded by symbol numbers in 
italic typQ serve only as group headings for the accounts prescribed under 
them and will not be set up separately. 

4. There is attached hereto, as an appendix, a detailed Classification of 
Objects of Expenditure, together with definitions and explanations thereof. 
The classification herein prescribed is based upon the details shown in the 
appendix. These definitions and explanations, with the detailed classification, 
are included for the purpose of making clear the expenditures to be included 
under each account prescribed. If any department or establishment is 
required by law or feels otherwise obliged to classify its expenditures in 
greater detail than is herein prescribed, the detailed classification in the 
appendix will be used wherever possible. 

, J. R. McCarl, 
Comptroller General. 
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EXPENDITURE CLASSIFICATION USED BY THE CITY 
OF ROCHESTER, NEW YORK, FROM 1916 TO 1923 

This is perhaps the most elaborate classification of expenditures 
by objects ever devised for a city government. See above Chapter 
VII, pages 197-200, for a discussion of this classification and the 
reasons for its modification in 1923. In order to give the reader an 
idea of the details of this classification, we present below a summary 
outline which sets forth its main classes and subclasses. This sum- 
mary is taken from a pamphlet entitled ''Classification of Objects 
of Expenditure, City of Rochester, N. Y./' issued by Comptroller 
E. S. Osborne, May, 1916. 

A PERSONAL SERVICES 

1000 Salaries j full time sendee 
2000 Salaries, part time service 
3000 Wages, full time service 
40CMD Wages, part time service 
5000 Fees and other compensations 
6000 Atmrds and bonuses 

7000 Trophies, prizes , badges and certificates for personal services 

B SERVICES OTHER THAN PERSONAL 

1000 T ransportafion of persons 

2000 Transportation of things 

3000 Subsistence and support of persons 

4000 Subsistence and care of animals, storage and care of vehicles 

5000 Communicaiion service 

6000 Printing, binding and adzrertising 

7000 Furnishing of heat, light and power 

8000 Repairs to equipment and structures 

9000 Special and miscellaneous services other than personal 

C ".MATERIALS AND SUPPLIES . 

1000 Non^metalUc minerals and mineral products 

Tioo Coal, bitumen, graphite and products thereof 
1200 Clay, chalk, talc and magnesia 

1300 Lime, cement, gypsum, salts, mica, sulphur, and as- 
Lestos 

1400 Gravel, sand, earth, cinders and slag 
■ 577 ■ 
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1500 Construction, building and ornamental stone other than 
precious stones 
1600 Precious stones 
1700 Crystal, glass and glass products 
1900 Special and miscellaneous non-metallic minerals and 
mineral products 

2000 Meial ores, metals and metal products 

2100 Ores and metals in pigs and ingots 

2200 Metal castings and metals in rolled and forged shapes 

2300 Chain, wire, cable and woveii goods 

2400 Pipe, tubing and pipe fittings 

2500 Nails, bolts, nuts, screws, etc. 

2600 Building, cabinet and ship-builders’ hardware 
2700 Vehicular hardware and parts (not otherwise classi- 
fied) 

2800 Specifically adapted metal parts (not otherwise classi- 
fied) 

2900 Special and miscellaneous metal ores, metals and metal 
products 

3000 Vegetable materials other than zoood and fibre 
3100 Grass, hay, straw, moss, seaweed 
3200 Grain — whole, cracked and ground 
3300 Nuts, seeds and pods other than for propagation 
3400 Fruits and fruit vegetables 

3500 Roots, tubers and bulbs other than for propagation 
3600 Leaves, stems and tops 
3700 Rubber and rubber products 
3800 Exudations, extracts and residue (except rubber) 

3900 Special and miscellaneous vegetable materials other 
than wood and fibre 
4000 Timber, lumber and toood products 

4100 Round, hewn and split timber 

4200 Sawed lumber and timber (including shingles, laths, 
etc.) 

4300 Flooring, siding, ceiling and trim 
4400 Sash, doors, blinds, and other rail! products 
4500 Boat and carriage builders" and implement and instru- 
ment makers" stock 

4600 Merchandise shipping receptacles 

4700 Small consumable articles 

4800 Cork, bark, fuel, packing, dyewood, etc, 

4900 Special and miscellaneous timber, lumber and wood 
products 

5000 F^re and fibre products 

5100 Raw fibrous materials 
5200 Yarn, thread and cordage 
5300 Knitted goods 

5400 Ribbon, tape and doth in the web and bolt (including 
bed and table cloths) 
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5500 Undergarments and accessories 
5600 Woven ontergarments 
5700 Felts 
5800 Paper 

5900 Special and miscellaneous fibre and fibre products 
6000 Animal products other than fibre 

6100 Live animals, fish and fowl purchased or raised for 
slaughter 

6200 Meat, including fish and fowl 

6300 Milk, butter, cheese, eggs and honey 

6400 Ivory, bone, horn, hoof, shell, coral, sponge 

6500 Pelts, furs, hair, and feathers 

6600 PI ides, skins and leather 

6700 Fats, oils, extracts and secretions 

6800 Gelatin, gut and isinglass 

6900 Special and miscellaneous animal products other than 
fibre 

7000 Chemicals, drugs and medicines 
7100 Chemicals 

7200 Drugs as described in pharmacopoeia and materia 
medica 

7300 Proprietary and patent medicines 
8000 Composition materials, pigments and composite articles 

8100 Compound lubricants, polishing and abrading supplies 
8200 Paint, varnish and other painters' materials 
8300 Composite electrical and lighting supplies 
8400 Perfumes, disinfectants and composite cleaning sup- 
plies 

8500 Composite stationery supplies 
8600 Explosives and pyrotechnic supplies 
8800 Prepared food 

8900 Special and miscellaneous composite materials and 
supplies 

9000 Special and miscellaneous materials and supplies 
9100 Water, ice and steam 
9200 Electrical energy 

D EQUIPMENT 

1000 Heat, light and power equipment 

HOD Steam boiler plants including portable plants 
1200 Steam and gas engines 
1300 Plot air producing equipment 
1400 Refrigerating equipment 
1500 Pumping and air compressing equipment 
1600 Electrical equipment 
1700 ' Lighting ' equipment , _ 

iBoo Heat, cold and mechanical power transmission equip- 
' ment 
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1900 Special and miscellaneous heat, light and power equip- 
ment 

2000 Prodti€iion mid constmcfion equipment 

2100 Equipment for farming and the extraction of raw 
materials and substances 
2200 Metal working equipment 
2300 Non-metallic mineral working equipment 
2400 Timber working equipment 

2500 Food preparing equipment (other than houseliold uten- 
sils) 

2600 Printing and fibre, cloth, and leather working equip- 
ment 

2700 Distilling and refining equipment 
2800 Construction, repairing and wrecking equipment 
2900 Special and miscellaneous production and construc- 
tion equipment 

3000 Transporting and conveying equipment 

3100 Equipment for transportation by water 
3200 Railroad equipment 
3300 Land and ice vehicles 

3400 Equipment for hoisting, shifting and loading 
3500 Containers for use in transportation 
3600 Harness, saddlery and other stable equipment 
3700 Garage equipment 
3800 Equipment for aerial transportation 
3900 Special and miscellaneous transporting and conveying 
equipment 

4000 Furniture and f urnishings 

4100 Supports for the body 

4200 Supports and depositories for commodities other than 
chinaware 

4300 Floor coverings 

4400 Draperies, curtains, screens and awnings 
4500 Food preparing and serving equipment 
4600 Lavatories, toilets and accessories 
4700 Bedding 

4800 Non-structural enclosures and containers 

4900 Special and miscdlaneous furniture and furnishings 

5000 EqU’ipmenf for the protection and care of life and property ■ ■ 
5100 Toilet equipment 

5200 Medical, surgical and veterinary equipment ( including 
laboratory equipment, not classified) 

5300 Fumigating and disinfecting equipment 
5400 Fire fighting equipment 
5500 Marine life saving equipment 
5600 Equipment for the care of property 
5700 Equipment for attack and defense 
5800 Punitive and correctional equipment 
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5900 Special and miscellaneous equipment for the protec- 
tion and care of life and property 

6000 Equipment for obtaining, recording and communicating in- 
formation and ideas 

6100 Measuring and observing equipment 
6200 Calculating equipment 

6300 Telegraphic, telephonic and other signalling equipment 
6400 Musical and sound producing equipment 
6500 Equipment for preparing and handling documents and 
records 

6600 Picture taking and exhibiting equipment 
6700 Prints, writings, drawings and paintings 
6800 IModeis, specimens and illustrative apparatus 
6900 Special and miscellaneous equipment for obtaining, 
recording and communicating information and ideas 

7000 Hand fools 

7100 Scraping and gouging tools 
7200 Sawing tools 

7300 Punching, boring and threading tools 
7400 Shearing and cutting tools 
7500 Chopping and hitting tools 
7600 Excavating and lifting tools 
7700 Abrasive tools 
7800 Holding and pulling tools 
7900 Special and miscellaneous hand tools 
8000 IJtfe miinmls other than for slaughter or zoological stock 
8 1 00 Beasts of burden 
8200 Produce yielding animals 
8300 Animals kept for protection 
9000 Special and miiscellaneoiis equipment 
9100 Recreational equipment 
9200 Zoological garden stock 
9300 Botanical garden stock 

E LAND, STRUCTURES AND NON-STRUCTURAL IMPROVE- 
MENTS 

1000 Land and interests in land 
2000 Buildings 
3000 Highways 
4000 Bridges and zdaducts 
■ .5000 Piers and whaf'ves 
6000 Ornamental structures, fences, trellises, etc. 

7000 Subsinicturcs and siiperstrttcfures not othermse classified 
8coo Non-struciural improimnents 

9000 Special and miscellaneous land, structures and non-structtiral 
improz^ements 

F RIGHTS, OBLIGATIONS AND PAYMENT OF DEBT 

1000 Purchase of rights to demand, control or enforce action, or of 
rights to act 
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2000 Payment of debt direct or to sinking funds 
3000 Repayment of deposits 
4000 Obligations arising from agreements 
5000 Ref unds, awards and indemnities 

9000 Special and miscellaneous rights, obligations and payment of 
debt 

G RENTS/ PRIVILEGES, INTEREST, TAXES, INSURANCE AND 
DEPRECIATION 

1000 Rents 

2000 Fees for privileges 
3000 Interest 
4000 ■ Premiums .. 

■ 5000 Taxes 
,6000 Insurance 
7000 Depreciation 

H PENSIONS 

1000 Pensions on account of disability or death dm to sendee 
2000 Pensions on account of service 
3000 Mothers' pensions 

J CONTRIBUTIONS 

1000 Contributions to charitable and humanitarian societies 
2000 .Contributions to educational and scientific institutions 
. 3000 Contributions for celebrations, expositions and enieriainnmnfs 
4000 Co nt rib ut lorn to military organimtions 
5000 Membership of niunicipal officers or employees in societies 
6000 Burial expenses 
, ■ 7000 ■ Providence funds 

8000 Contributions to association for profecHom of life and property 
9000 Special and miscellaneous contributions 

K LOSSES AND CONTINGENCIES 

1000 Losses by misappropriation 
2000 Losses by accident or neglect 
3000 Losses by theft 
4000 Contingencies 

L PAYMENTS ARISING FROM RELATION AS AGENT 

^ 1000 . .Payments as agent for the commonwealth 
"'2000 Payments as agent for humanitarian societies 
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EXPENDITURE CLASSIFICATION OF THE CITY OF 
CINCINNATI, OHIO 

This classification was adopted by the Cincinnati city government 
in 1928 for use in connection with its accounting and budgeting 
work. It follows the model expenditure classification by objects 
recommended in this book (Chapter VII, pages 201-203), except 
in some of the details. These variations are interesting since they 
show how the model classification may be adapted to local conditions 
and requirements. The Cincinnati classification is as follows : 

I'OOO Persomi Sendees 

1100 Salaries, regular 
1200 Salaries, temporary 
1300 Wages, regular 
1400 Wages, temporary 
1500 Jurors' fees 
1600 Witness fees 
1700 Expert and consultant services 
1710 Appraisal services 
1720 Auditing and accounting services 
1730 Consultant services 
1740 Court reporting 
1750 Engineering services 

1760 Expert services (not otherwise classified) 

1770 Medical and surgical services 
1900 Compensations (riot otherwise classified) 

2'000 Coniructml Sendees 

2100 Communication and transportation services 
2110 Postage 
2120 Telephone services 

2130 Telegraph, cable, wireless and messenger service 
2140 Freight and express services 
2150 Traveling expenses 

2151 Traveling expenses — ^local 

2152 Traveling expenses — ^ nonlocal — including 

board and lodging 

2153 Mileage allowance to city employees 
2190 Communication and transportation services (not 

otherwise classified) 

2200 Subsistence, care and support 

2210 Subsistence and support of persons 

2211 Relief (money) 
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2212 Food (relief) 

2213 Coai (relief) 

2214 Rent (relief) 

2215 Transportation city cases 
2220 Subsistence and care of animals 
2230 Storage and care of vehicles 

2240 Storage and care of materials and equipment 
2290 Subsistence, care and support services (not other- 
wise classified) 

2300 Printing, binding and advertising services 
2310 Publication of pamphlets and books 

2311 City Bulletin publication 

2312 Annual report publication 

2319 Pamphlets and books — publication (not 
otherwise classified) 

2320 Printing and other reproduction services 
2330 Photographing and blue printing services 
2340 Advertising and publication of notices 
2350 Binding, and advertising services 
2400 Heat, light, power and water services 
2410 Heating service 
2420 Electric service 
2430 Street lighting 

2431 Gas 

2432 Electric 
2440 Traffic lighting 
2450 Power service 
2460 Water service 
2470 Gas service 

2490 Heat, light, power and water services (not other- 
wise classified) 

2500 Repairs to equipment 

2510 Office furniture and fixture repairs 

2520 Household furniture and fixture repairs 

2530 Instruments and apparatus repairs 

2540 Machinery and too! repairs 

2550 Horse-drawn vehicles and harness repairs 

2560 Automotive equipment repairs 

2570 Building equipment repairs 

2571 Lighting and power equipment repairs 

2572 Sanitary and heating equipment repairs 

2573 Refrigerating equipment repairs ^ ^ ^ ^ ^ ^ 
2579 Building equipment repairs (not otherwise 

classified) 

2590 Repairs to equipment (not otherwise classified) 

2600 Repairs to buildings and other ^ ^ 

2610 Building repairs 
2620 Sidewalk repairs 
2630 Sewer and drain repairs 
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2640 Road repairs 

2641 Oiling of roads 
2649 Road repairs (not otherwise classified) 
2650 Bridges and viaduct repairs 
2660 Piers and wharves — repairs 
2670 Reservoir repairs 

2680 Ornamental, commemorative structures — repairs 
2690 Building and structural repairs (not otherwise 
classified) 

2700 Cleaning and waste removal services 

2710 Cleaning — interior buildings and furnishings 

2720 Cleaning — exterior buildings and grounds 

2730 Laundry services 

2740 Disinfecting and exterminating services 

2750 Waste removal services 

2760 Sprinkling streets 

2790 Janitorial, cleaning, etc., services (not otherwise 
classified) 

2900 Sundry contractual services 

2910 Clock, signal and burglar alarm service 
2920 Information and credit service 
2930 Public office and court service 
2940 Entertainment service 
2950 Legal service 

2990 Sundry contractual services (not otherwise classi- 
fied) 

3000 Commodities 

3100 Supplies 

3110 Office, drafting and photographic 
3120 Food products 
3130 Forage, stable and animal supplies 
314a Fuel and light 

3141 Coal and coke 

3142 Gasoline 

3143 Fuel and light — ^miscellaneous 

3150 Mechanical and skilled trades supplies and tools 

3151 Lubricants 

3152 Mechanical and plant supplies 

3153 Tools and testing instruments 
3160 Cleaning supplies 

3170 Wearing apparel and personal equipment 
3180 Household supplies 

3200 Supplies (continued) 

3210 Medical, surgical and laboratory supplies 
3220 Chemical products for plant operation and construc- 
tion purposes 

3230 Recreational supplies 

3240 Florist and agricultural supplies 
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3290 Supplies (not otherwise classified) 

3300 Parts and fittings 

3310 Hardware fittings 

3320 Electrical fittings and parts 

3330 Household parts and fittings 

3340 Office furniture and machinery parts 

3350 Engineering and scientific instrument parts 

3360 Meter parts 

3370 Signal system parts 

3380 Heat, light, power and mechanical unit parts 
3400 Parts and fittings (continued) 

3410 Motor vehicle parts 
3420 Fire fighting equipment (special) parts 
3430 Waste removal equipment (special) parts 
3440 Construction equipment (special) parts 
3450 Recreational equipment parts 
3460 Agricultural and park equipment parts 
3490 Parts and fittings (not otherwise classified) 
3500 Materials 

3510 Lumber and wood products 
3520 Masonry and road materials 
3530 Structural metals 
3540 Paints, oils and glass 
3550 Fibre and textile products 
3560 Leather 

3590 Materials (not otherwise classified) 

4000 Current charges 
4100 Rents 

4110 Rent of buildings and offices 
4140 Rent of lands 

4150 Rent of machinery and equipment 
4170 Rent of office furniture and equipment 
419a Rents (not otherwise classified) 

4200 Insurance 

4210 Insurance on buildings and structures 

4220 Insurance on stores 

4230 Insurance on equipment 

4240 Official bonds 

4250 Workmen's Compensation 

4290 Insurance (not otherwise classified) 

4300 Refunds, awards and indemnities 

4400 Subscriptions and memberships 

4900 Current charges (not otherwise classified) 

5000 Current Obligations 

5100 Pension and retirement contributions 
Grants and subsidies 
5300, ^TaxeS' 
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6000 Properties 

6100 Equipment ^ 

6110 Household furniture and equipment 
6120 Office furniture and machinery 
6130 Engineering and scientific instruments 
6140 Meters 
6150 Signal systems 

6160 Heat, light, power and mechanical equipment 
6170 Recreational equipment 

6180 Agricultural, park and recreational equipment 
6200 Equipment (continued) 

"" 6210 Motor vehicles 

6220 Fire fighting equipment 

6230 Waste removal equipment 

6240 Construction and engineering equipment 

6250 Live stock 

6260 Firearms 

6290 Equipment (not otherwise classified) 

6300 Buildings and improvements 
6310 Buildings 
6320 Sidewalks 

6330 Sewers, drains and culverts 
6340 Roads 

6350 Bridges and viaducts 
6360 Piers and wharves 
6370 Reservoirs 

6380 Ornamental, commemorative structures 

6390 Buildings and structures (not otherwise classified) 

6400 Lands 
7000 Debt Service 

7100 Interest 

7110 Interest on notes 

7120 Interest on serial bonds 

7130 Interest on sinking fund bonds 

7200 Principal 

7210 Principal on notes 

7220 Principal on serial bonds 

7230 Principal on sinking fund bonds 
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INCOME CLASSIFICATION OF THE CITY OF 
CINCINNATI, OHIO 

This classification was promulgated on January i, 1929, for use 
in the budgeting and accounting work of the Cincinnati city govern- 
ment. It follows rather closely the model income classification by 
sources suggested in Chapter VII, pages 221-222. All detailed 
sources of the city^s income are listed under the main classes and 
subclasses. Opposite each item are shown the legal reference and 
the fund to which the receipts are credited, but we have not deemed 
these of sufficient interest to reproduce below. The code, which 
places all items of income regardless of whether they are revenues, 
borrowings, or receipts from the sales of proi>erties in the 9000 
group, might be greatly improved. 

REVENUES 

Taxes 

9000 Real and personal property taxes 

9010 Occupational taxes 

9011 Current 

9012 Delinquent 

9013 Penalties 

9020 Taxes (not otherwise classified) 

Rights and Privileges 

9030 Licenses 

9031 Advertisers, bill posters, etc, 

9032 Auctioneers 

9033 Ballrooms, public (keepers) 

9034 Baseball ground (keepers) 

9035 Billiard or pool parlor proprietors 

9036 Bowling alley proprietors 

9037 Carousel owners 

9038 Circus (operators) 

9039 Dancing school proprietors 

9040 Drivers — taxicab, omnibus, auto for hire, etc. 

9041 Employment agencies 

9042 Ferry operators 

9043 Firearms — retail dealers 

9044 Food dealers 

9045 Gunpowder vendors 

9046 Hotel solicitors 
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9047 

0048 

9049 

^9050 

9051 

9052 

9053 

9054 

9055 

9056 

9057 

9058 

9059 

9060 

9061 

9062 

9063 

9064 

9065 

9066 

9067 

9068 

9069 

9070 

9071 

9100 

9101 

9102 

9103 

9104 

9105 

9106 

9107 

9108 

9109 

9110 

9111 

9112 

9113 

9114 

9115 

9116 

9117 

9118 

9119 

9120 

9121 

9150 

9151 

9152 
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Itinerant vendors (food, etc.) 

Itinerant vendors (general) 

Itinerant vendors (medicine) 

Licenses (not otherwise classified) 

Livery, boarding stable (keepers) 

Milk haulers 

Milk shippers 

Moving picture operators 

Musicians, street 

Owners — taxicab, omnibus, etc. 

Peddlers, hand 

Peddlers, hand-drawn vehicle 
Peddlers, other vehicles 
Photographers 
Riding school (keepers) 

Scavengers 

Second-hand dealers (general) 

Second-hand dealers (automobiles, etc.) 

Sidewalk construction (individuals or corporations) 
Shooting gallery (keepers) 

Theater, show house (proprietors) 

Ticket scalpers 

Vehicles — dairymen nonresident 
Vehicles — drawm by animals 
Weigher—coal and coke (city deputy) 

Permits 

Billboard and sign 
Blocking sidewalks 
Building 

Driveway — ^temporary use of sidewalk 
Fire plug, use of 

Fire-street or public place (individual) 

Machinery — operation on streets 
Moving buildings on public street 
Moving buildings, shoring, etc. 

Permits (not otherwise classified) 

Plumbing installation 
Power and heating installations 
Repair of buildings 
Sewer — tap 

Sidewalk— temporary use for driving over 
Sidewalk or driveway construction 
Sidewalk and enclosures, temporary 
Streets — occupancy by building materials 
Transport article on street 
Water, temporary use of 
Wrecking buildings 

Franchises ^ ^ 

Cincinnati, Newport and Covington Railway Company 
Cincinnati Street Railway Company (paving) 
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9153 Cincinnati Street .Railway Company (office) 

9154 Cincinnati Street Railway Company (Eighth Street Viaduct) 

915s Cincinnati Street Railway Company (Gilbert Avenue Via- 

duct) 

9156 Cincinnati Street Railway Company (Harrison Avenue Via- 

duct) 

9157 Franchises (not otherwise classified) 

9155 Omnibus (route) 

9159 Union Gas and Electric Company 

9170 Concessions 

9171 Comfort stations 

9172 Concessions (not otherwise classified) 

9173 Park board 

9174 Parking space 

9175 Recreation board 

9180 Rents 

9181 Buildings, public (acquired by current revenues) 

9182 Buildings, public (acquired by bond issue) 

9183 Cincinnati Southern Railroad 

9184 City building — ^to water department 

9185 Health center garages 

9186 Hospital grounds (market purposes) 

9187 Land — for dwarf signal 

9188 Market stalls 

9189 Rents (not otherwise classified) 

9190 Tuberculosis sanitarium 

9191 Water front land. 

Sendees and Sales 

9200 Fees 

9201 Birth and death certificates 

9202 Concrete block inspection 

9203 Electric meter testing 

9204 Elevator inspection 

9205 Fees (not otherwise classified) 

9206 Gas meter testing 

9207 Gasoline pumps — ^testing 

9208 Hay— inspection and weighing 

9209 Motion picture operator examination 

9210 Occupancy certificate 

9211 Plumbing Inspection 

9212 Sign inspection 

9213 Taxi meter testing 

9214 Water meter testing 

9215 Wharfage 

9220 Sale of services and commodities 

9221 Admission charge 

9222 Advertising— water bills 

9223 Ashes— hauling 
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9224 Automobile repairs — charges to private persons 

9225 Badges— children’s street trades 

9226 Badges drivers — public vehicles 

9227 Badges — employment agency 

9228 Bath services 

9229 City Biilletin^ — advertising 

9230 City Bulletin — subscription 

9231 Comfort station services 

9232 Commodities — public property 

9233 Fire department service 

9234 Hospital care 

923s Impounded animals — care of 

9236 Inspection — construction C. N. & C. Railway 

9237 Maps and blue prints, zoning, etc. 

9238 Municipal codes 

9239 Prisoners, county board of 

9240 Sale of services (not otherwise classified) 

9241 SignS|“No Parking” 

9242 Street opening — water works charges 

9243 Street restoration 

9244 Telephone pay station 

9245 Vehicles — impounded 

9246 Vehicles — ^seized transporting liquor 

9247 Water meter repairs 

9248 W ater — metered service 

9249 \¥ater — service extensions 

9250 Water — turning on service 

Interest and Premiums 

9300 Interest 

9301 Accrued (sale of bond or note) 

9302 Bank deposits — city treasurer 

9303 Bank deposits — sinking fund trustees 

9304 Interest (not otherwise classified) 

9305 Investments — sinking fund trustees 

9310 Premiums 

9311 Sale of bonds or notes 

Fin es and F 0 rfeitures 

9350 Fines 

9351 Municipal court fines, fees and costs — civil branch 

9352 Criminal branch 

9353 Fines (not otherwise classified) 

9360 ' . Forfeitures 
■936 i.'" .Biddings — public 

:";9370, Penalties 
.'■■9371 Certified assessments 

9372 Penalties (not otherwise classified) 

''■''.9373 ■■ 'Water bills 
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Grants and Donations 

9400 Grants and subventions 

9401 Cigarett'e tax 

9402 Collaterai inheritance tax 

9403 Direct inheritance tax 

9404 Gasoline tax 

9405 Grants and subventions (not otherwise classified) 

9406 Health department — proportion of salaries 

9407 Liquor tax 

9408 Motor Bus Company tax 

9409 Motor vehicle registration 

9410 Pawnbrokers' license — state 

9420 Donations and Gifts 

9421 Community chest 

9422 Concerts 

9423 Conscience money 

9424 Dental clinic 

9425 Donations and gifts (not otherwise classified) 

9426 Food inspection and veterinarian 

9429 Venereal clinic 

Pension Assessments 
9440 Pension assessments 
Special Assessments 
9445 Special assessments 

BORROWINGS 
9500 Borrowings 

SALES OF PROPERTIES 
9600 Sales of properties 

9610 Permanent improvements — public property 
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these addresses are made. The sixteenth of these meetings was held at 
j\femoriai Continental Hall in Washington on Jaiiuar}' 28, 1929. The 
addresses outline the administrative policy with respect to the execution 
of the budget during the current and forthcoming fiscal years. 

— National Government. Annual Report of the Director of the Bitreau 
of the Budget to the President of -the United States. Washington: 
Government Printing Office. 

These reports are issued soon after the close of each fiscal year and 
cover the work of the Bureau of the Budget during that year. The 
seventh report was issued in July, 1928. 

Bureau of Municipal Research, New York. Municipal Research, Bulletins 
Nos. 57/58, 61, 62, and 63 of 1915; Nos. 69, 70, 72, 73, and 80 of 1916; 
Nos, 86, 87, 88, 90, 91, and 92 of 1917; No. 93 of 1918* 

Of special interest among these montlily bulletins are No. 80, **The 
Elements of State Budget Making-'^U No. 88, ‘‘The New York City 
Budget”; No. 90, ^'The State Movement for Efticiency and Economy”; 
and No. 91, “The Recent Movement for State Budget Reform: 1911- 
1917.” The other bulletins noted above cover various phases of state 
and local budgeting. Their chief value at this time is in tracing the 
budgetary movement as it has developed in the various state and local 
governments. The New York Bureau of IMuoicipal Research has been, 
since its founding in 1906, the outstanding agency In the United States 
engaged in furthering state and local budgetary procedure, 

Cleveland, F. A., and Buck, A. E., The Budget and Responsible Governmeni* 
New York : The I^Iacmillan Company, 1920. 

An interpretation of the struggle for responsible government in the 
United States, with special attention to administrative reorganization 
and budget reform. 

Collins, Charles W., The National Budget System and Amerkam FimMce. 
New York: The Macmillan Company, 1917. 

A discussion of conditions existing in 1917 and a plea for the adoption 
of a national budget system. 

Commission on Economy am! Efficiency, The Need for a National Budget 
Washington: Government Printing Office, 1912, 

One of the great American documents on the budget, prepared by 
President Taffs Commission on Economy and Efficiency. It exerted 
a marked influence on budgetary development in the United States for 
several years after its publtcation ; now largely of historical interest. 

A Budget for the Fiscal Year 1^14, Washington: Government Print- 
ing Office, 1913. 

A budget for the national government prepared by President Taft, 
with the aid of his Goinmission on EcoiiQmy and Efficiency, and sub- 
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mitted to Congress on February 26, 1913. Only of historical interest; 
Congress took no action on it. 

Dawes, Cliarles G., The First Year of the Budget in the United States, 
New York : Harper and Brothers, 1923. 

The experiences of getting the national budget system under way 
related by the first director of the Bureau of the.Btidget. 

Diireli, A. J, V., The Principles and Practice of the System of Control over 
Farliamenfary Grants, Portsmouth: Gieves Publishing Company, 1917. 

An elaborate and thorough treatment of the British financial system 
from the standpoint of parliamentary control. 

Fitzpatrick, Edward A., Budget Making in a Democracy, New York: The 
Macmillan Company, 1918. 

An argument for legislative supremacy in budgeting and a defense of 
the use of continuing appropriations in the state governments of the 
United States. 

General Accounting Office. National Government. Annual Report of the 
Comptroller General of the United States. Washington : Government 
Printing Office. 

These reports are issxied about five months after the close of each 
fiscal year and cover the work of the General Accounting Office during 
that year. The report for the fiscal year ended June 30, 1928, was 
issued on December 3,* 1928, being submitted to the regular session of 
Congress on that date. 

Gulick, Luther H., Evolution of the Budget in Massachusetts. New York: 
dlie 'Macmillan Company, 1920, 

A study of the struggle for budgetary reform in one state of the 

United, States. 

Heath, Thomas L., The Treasury. London: G. P. Putnam^s Sons, Ltd., 1927. 

A discussion of the functions of the English Treasury, of its place 
in the British financial system, and of its relation to the other depart- 
ments and to the civil service. 

Higgs, Henry, The Financial System of the United Kingdom. London: 
.Macmillan and Company, 1914. 

A briet and authoritative treatment of the English budget system. 

Hills, John Waller, The Finance of Govermnent. London: Philip Allan 
am! Company, 1925. 

A brief, lucid and readable description of the English financial sys- 
tem, with emphasis on the budget. 

Jeze, Gaston, Theorie Generale du Budget. Paris : Marcel Giard, sixieme 
. e'dition, 1922. 

An English translation of this great French treatise on the theory 
of the budget is soon to be published under the auspices of the National 
Institute oi Public Administration. Emphasis is placed on the political ^ 
and social aspects of the budget. 

Lowrie, S. Gale, The Budget Published by the Wisconsin State Board of 
Pubiic Affairs, Madison, 1912. 

An early study of budgetary practices in several European countries 
with possible application to American state governments, especially Wis- 
consin. Also contains a discussion and defense of continuing appropri- 
ations, which constitutes its chief value at this time. 
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Moehlman, Artlmr B., Public School Finance. Chicago and New York: 
Rand McNally h Company, 1927, 

^ A good discussion of budgeting for public schools in the United States 
presented from a practical standpoint and treated in relation to other 
phases of public school finance. 

National Municipal Loague, New York. Model Municipal Budget Law,’* 
submitted by a special committee and published in pamphlet form, July, 
1928. Also ^'A Model State Constitution/* prepared by a special com- 
mittee and published with explanatory articles in pamphlet form, 4th 
edition, 1928. 

The National Mimicipal Review, published monthly by the League, 
often contains articles on state and local budgeting. 

Smith, Darrell H., The General Accounting Office. Baltimore: The Johns 
Hopkins Press, 1927. 

Treats the history, acthdties and organization of the Comptroller 
GeneraFs office created by the national budget and accounting act of 
1921. 

Sol, Charles, Le Budget Municipal, Paris: Crete, editeur, 1925. 

A standard French work on budgets and budgeting in the communes 
of France. 

Stourm, Rene, The Budget. (Translated by Thaddeus Plazinski from the 
7th edition of Le Budget, Paris, 1913.) New York: D. Appleton and 
Company, published for the Institute for Government Research, Wash- 
ington, 1917. 

An English translation of the French classic on the budget. 

Taylor, R. Emmett, Municipal Budget Making. Chicago: The University of 
Chicago Press, 1925. 

A study of city budget making in the United States made while the 
author was a graduate student in the University of Chicago. 

United States. 'National Budget System,” Hearings before the Select 
Committee on the Budget of the House of Representatives on the 
establishment of a national budget system, 66th Congress, ist Session, 
1919; "National Budget System,” Report from the Select Committee 
on the Budget (H. Rep. 362, 66th Congress, October 8, 1919); and 
"National Budget System,” Changes in the Rules of the House. Report 
from the Select Committee on the Budget (H, Rep. 373, 66th Congress, 
October 11, 1919). Washington: Government Printing Office. 

Villard, H. G., and Willoughby, W. W., The Ca-nadian Budgetary System. 
New York: D. Appleton and Company, 1918. 

A description of Canadian budgetary methods prepared under the 
auspices of the Institute for Government Research. 

Willoughby, W. F., The National Budget System.' Baltimore: The Johns 
Hopkins Press, 1927, 

An authoritative study of the workings of the national budget system 
during the first five years of its existence. 

The Legal Status and Functions of the General Accounting Office of 

the National Government. Baltimore: The Johns Hopkins Press, 1927. 

Discusses the work of the Comptroller General’s office, which was 
created by the national budget and accounting law of 1921. 
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* The Problem of the National Budget, New York: D, Appleton and 

Company, 1918. ; ' . ■ 

Anticipating the passage of a budget law by Congress, this book set 
forth in 1918 the main problems in connection with the establishment 
of a national budget system. 

The Movement for Budgetary Reform in the States, New York: 

D. Appleton and Company, 1918. 

Mainly a digest of state budgetary legislation at the time it was pub- 
lished; now very much out of date. 

Principles of Public Administration, Baltimore: The Johns Hopkins 

Press, 1927. 

Part IV of this book is devoted to financial administration, largely 
to the general problems of budgeting in the national government of the 
United States. 

— — Willoughby, W. W., and Lindsay, S. C., The System of Financial- 
Administraiion of Great Britain, New York: D. Appleton and Com- 
pany, published for the Institute for Government Research, Washington, 

1917- 

A study of the English budgetary system by an unofficial American 
commission, composed of the three authors. 

Young, E. Hilton, The System of National Finance, London: John Murray, 
1924., 

This is a new edition of a standard work on English finance, first 
published in 1915. Presents a very readable treatment of British finan- 
cial machinery and procedure. 
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AccotmtaMe warrants, 553. 

Accounting, accrual basis of, 522-527. 
cash basis of, 522-527. 
cost, 170-171, 527-529. 
system, 522-532. 

Accounts, centralization of, 529-532. 
cost, 527-529. 
general, 522, 527. 
relation to fiscal' year, 523-527. 
Accrual accounting, 522-527. 
Acquisition of property, as a charac- 
ter group, 209-210. 

Adams, H. C, 13 n., 523 n. 

Additional appropriations, 486, 
Administrative audit, 532-534. 
Administrative departments, estimating 
for, 312 - 313 , 

Administrative grants, 489. 

Adoption of the budget, steps in, 283. 
Alaskan Railway, budgeting of, 40, 
Allotment systems, in local govern- 
ments, 477-480. 

in national government, 464-469. 
in state governments, 469-476. 
significant features of, 480-482. 
Allotments, 134, 463-485. 
methods of charting, 5^6-519. 
origin of, 463. 

preparation and revision of, 482-485. 
American Telephone and Telegraph 
Company, 172. 

Annexed budget, 44, 104- 107. 
summary, 105. 

Annual appropriations, 116-118. 

arguments for and against, 122-127. 
Anticipated Income, scheduling of, 492- 

■ 4 ^^ 

Anti-deficiency act, .national govern- 

■ ment, , 27, 454# 464* 

A,pportionments, national ' government, 

464-4% ' : 

Appropriation acts, 136-146. 

English, 136, 422. 

Appropriation bill, 135-136. 

enactment after fiscal period begins, 

417, 

form of, 141-146. 
general legislation in, 139-140. 
multiplicity of, 137-13^- 
special, 406, 409-413. 


Appropriation year, 334-335- 
Appropriations, additional, 486. 
administrative, 489. 
annual, 116-118, 122 -127, 
classification by, 181. 

Committee on, House of Represent- 
atives, 375-376. 

Committee on, Senate, 376. 
conditional, 116, 121 - 122 , 
contingency, 489. 

continuing, 116, 118-121, 122-127. 
current, 116 n. 
deficiency, 486-487. 
defined, 115-116, 452-456. 
definite, 117, 119, 121. 
emergency, 489. 

executive control over expenditure of, 

452-456. 

functional, 132. 
gross, 489-490. 

held up pending passage, 417. 
indefinite, 117, 119, 12 1. 
indeterminate, 116, 121. 
in general laws, 140. 
interim, 421-422. 
itemization of, 127-135. 
lapsing of, 526-527. 
lump sum, 127-128, 134-135. 
methods of meeting current expenses 
before made, 417-422. 
nature of, 1 15-127. 
permanent, 118-119. 

“pork barrel,^’ 409. 

restrictive provisions relating to, 138- 

141. 

revenue, 117-118, 119-121. 
segregated, 128-131. 
supplementary, 486. 
temporary, 420-422. 
transfers between, 487-489. 
types of, 1 16. 

Arkansas, legislative budget committee, 
289. 

Audit, administrative, 532-534- 
independent, 551-568. 
in local governments, 566-568. 
in national government, 552'S64* 
in states, 447-448, 564-566. 
operation, 534- 
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Automatic method of estimating rev- 

eiiues, 317-318. 

Averages, method of, ia estimating 
revenues, 318-319* 

..Awards, defined, 2.05-206. 

Baltimore, pro rata abatement of ap- 
propriations, 495-496. 
restrictions on voting money, 406. 
Beard, Charles A., 16. 

Beckman, R. O., 427 n. 

Belgium, budget, doimemes pravisoireS} 
422 n. 

Berkeley, allotment system, 477-478. 

budgetary control system, 505-506. 
Blandford, John B. Jr., 208 n., 236. 
Bluefield, improvement program, I73" 

174. 

Boards of estimate, 287. 

Bond budget, 88. 

Bond funds, budgeting of, 45. 

Bonds, kinds and term, 164-165. 

Book of estimates, national government, 
10. 

Borrowing measures, 148-149. 
Borrowings, as a means of financing 
the budget, 164-165. 
defined, 222. 

Boston, budget commissioner, 298. 
expenditure estimate forms, 236. 
expenditures on basis of previous 
year, 419. 

method of estimating revenue, 324- 

325. 

overlay to cover uncollectibles, 325- 

326. 

reserve fund, 490. 
restrictions on voting money, 406. 
supplementary budgets, 397. 

Boston Herald, 427. 

British Treasury, system of accounts, 

, 532. 

' Brooklyn Eagle, 426-427. 

^ Bross, ' Philip R, 470. 

Brownlow, Louis, 50, 478-479, 550. 
'Bru^re, Henry, 15 n., 172 n. 

Brunswick, budgetary control sheet, 

,Soi-505v 

Budget, action on by legislative body, 

398-413^ 

adjustment to fiscal year, 332-335. 
annexed, 44, 1 04-107. 
as applied to public enterprises, 40- 
44*. 

bills, 112-114, 135-149- 
enactment of, 398-416. 


Budget — ( Continued) 
bills — ( C ontin ued) 
enactment of after fiscal period be- 
gins, 416-422. 
failure to vote, 422-424. 
veto of, 413-416. 

boards and committees, staffs of, 
298-299. 
bond, 88. 

borrowings as a means of financing, 
164-165. 

bureaus under the executive, 295-298, 
state governments, 20-297. 
capital, 72. 

committee action on, 383-388. 
comprehensiveness of, 37-5 !• 
corrective, 485-486. 

‘‘cost data,” 170-171. 
current, 72. 
defined, 3. 

document, binding of, 366-367. 
cost data in, 100, 102. 
defined, 37. 

estimates in, 90, 92, 94, 96, 98, lOO. 
existing practices relative to form, 

55. 

financial statements in, 102, 104.. 

form and contents, Si -57* 

framing of, 357-367. 

giving publicity to, 370. 

legal provisions relative to, 51-55. 

proof reading of, 366, 

setting up and publication of, 363- 

367. 

size of, 365-366. 
suggested form of, 55-57. 
time of transmitting to legislative 
body, 367-370. 

use of charts and graphs in, 107- 
109. 

effect of economic conditions on, 155- 

159. ' 

effect of funds on, 159-160. 
effect of indebtedness, pensions ■ and 
subsidies on, 153-154. 
effect of industrial conditions on, 155- 

159. 

effect of modern Invention on, 158. 
effect of organization, and methods 
on, 152. " 

effect of social conditions on, 155- 

; 159. 

estimate forms, 230-264, 
estimates, preparation of, 301-338. 
exhibits, '425-428. 
extraordinary, 74. 
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Budget: — {Continned)' 
financial machinery for executing, 

■ 439-451. 

fiscal and legal characteristics of, 4-7. 
general, 40-44, 61-63, 74-76- 
genera! ' organization for administer- 
ing, 431-439. 
gross, 40-44, 76. 
improvement, 72, 73, 75. 
in operation, 498-500. 
information requisite to executing, 
500-520. 

laws, local, 30-32. 
national, 26-27. 
state, 27-30. 

legislative consideration of, 383-393. 
legislative procedure on, 400-406. 
machinery and methods necessary in 
executing, 520-550. 
message, 57-60. 
net, 40-44, 61-63, 76. 
officers, city governments, 297-298. 
operating, 72, 73, 75. 
ordinary, 74. 
period, 334-333. 

placing before legislative body, 380- 
382. 

political and economic aspects of, 6 - 8 . 
public hearings on before legislative 
body, 392-393. 

publicity on as adopted, 424-428. 
relation of personnel supervision to, 
539-542. ^ 

speech, English, 381. 
staff agency, 289-299. 
classes of, 291. 

supervision by, in execution of 
budget, 545-548. 
steps in adoption of, 283, 
steps in formulation of, 283. 
subsidiary, 104. 
summary, 60-76. 
expenditure side of, 67. 
income side of, 67, 69-70. 
suggested forms for, 67, 69-76. 
supporting schedule forms to, sug- 
gested, 81, 83, 85, 87, 89, 91, 93 » PS- 
supporting schedules to, 78-90. 
surplus or deficit in, 70* . 
supplementary, 104, 393» 4^6 n. 
supplementary estimates to, 393-398. 
system, accepted' basis of, 23-24. 
defined, 3. . 

development 'of,; 10-24. , 
tentative, 357-359- • ' 

334 - 335 - ' 


Budget making authority, 28-29, 284- 
289, 571-572. 
board type, 286-288. 
executive type, 284-286. 
larger sphere of, 299-300. 
legislative type, 288-289. 
supplementary estimates by, 393-398, 
types of, 28-29, 571-572. 

Budget making procedure, 283. 
Budgetary balance, 452. 

maintaining a, 494-497. 

Budgetary control, detailed reports for, 
510-516. 

methods of charting departmental al- 
lotments and expenditures, 516- 

519. 

methods of charting summary in- 
formation, 508-510. 
sheet, 501. 

summary statement for, 501-508. 
supporting schedules for, 510-516, 
Budgetary information, nature and 
sources of, 150-176. 
methods of gathering, 304-305. 
Budgetary methods, obstacles in apply- 
ing, 16-21. 

Budgetary practice, legal basis of, 25- 

34. 

Budgetary procedure, defined, 4. 
Budgetary reform, divergent opinions 
on, 21-23. 

Budgetary requirements for future 
period, 161-166, 

Budgeting, effect of independent ad- 
ministrative units on, 20-21. 
defined, 3-4. 
development of, 10-24. 
growth of movement, 12-16. 
legislative attitude toward develop- 
ment of, 19-20. 
practical advantages of, 8-9. 
practices that preceded, 10-12. 
public enterprises, methods of, 40-44. 
public funds, 44-47. 
significance of, 3-9. 
technique of, 33-34* 

Bureau of the Budget, national govern- 
ment, 449. 

allotment control, 464-469. 
establishment of, 26. 
organization and functions, 295-296. 
supervision by, 545-548. 

Bureau of the Census, classifications 
by, 177, 180, 181-182, 216-217. 
Burke, Henry, 473. 
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‘^Business Organization. . of the Govern- 
ment/’ 302, 45.4,' 54^-549* 

Galilo.rnia, cabinet' meetings, 549* 
comprehensive.ness of budget, 38. 
.department of finance, ^4, 
emergency" fund., 490. , 

. functiona! ' classification, 183. 
item veto, 4x5. 

proposed institutional improvement 
program, 176, 

restrictions on special appropriation 
'bills, .4.10, ' 

supplementary estimates, 396 - 397 * 
Canada, administrative grants, 489. 
Capital budget, 72. 
improvement program, 173-^75* 
outlays, defined, 209. 

Cash accounting, 522-527. 

Catchings, Waddill, 496 n. 

Centralized purchasing, 543. 

Chailquist, F. R., 6$ n. 

Chance, Merritt O., 14 n. 

Chancellor of the Exchequer, budget 
speech, 381. 

Character, classification by, 209-21 1, 
grouping of expenditures by, 160. 
Chase, Harvey S., 14 n. 

Chicago, expenditures on basis of 
previous year, 419. 
finance committee, 289. 
staff of finance committee, 299. 

Chief Coordinator, national govetn- 

ment, 545-546. 

Christian Science Monitor, 543 - 549 * 
Churchill, Winston, 61-63, 156-157* 
Cincinnati, budget exhibit, 427* 
city plan, 174. 

classification of income, 225. 
expenditure classification of, 208 n., 

585-587. 

expenditure estimate forms, 236-238, 
240-241. 

income classification, 588-592. 
Cincinnati Bureau of Municipal Re- 
search, 208 n,, 225, 236. 

City budget messages, 60. 

City government, commission form of, 

432-434. 

financial structure, 441-444, 
manager form of, 434. 
reconstruction of, 432-435. 
strong mayor plan of, 434-435. 

City planning, relation to improvement 
programs, 174-175. 


Claims, settlement and ad.ju.stme.nt of, 
against national goveriinient, 554- 

555 * 

settlement and adjustment of, due na- 
tional goveriiiiient, 555-556, 
Classification by appropriations, .18.1. 
by character, 209-21'!, 
by collecting agencies, 228-229. 
by functions, 181-188. 
by objects, 189-209, 
by organization units, x88-i'^* 
by sources, 217-228. 
development of, 177-181. 
of employees, 539-S40* 

■of expenditures, i8i-2'i6. 
of expenditures by funds, 211-214, 
of income, 216-229. 
of income by funds, 229. 

Cleveland, additional appropriations, 
486. 

estimate as shown in budget, 97, 100, 
103. 

financial structure, 441, 
utilities, how budgeted, 42. 

Cleveland, Frederick A., ,3 n., 'I4, 21 '11., 

. 23 n., 126 n., 128-129, 2'79» ^85 n. 
“Clubs,” national budget, 454, 546-547. 
Collecting agencies, classification by, 
.228-229. 

Collins, C. W., 26 n. 

Colorado, numerous appropriation bills, 

137* 

special mill taxes, 120. 
temporary appropriations, 420. 
Commission form of city government, 

432-434. 

Commission on Economy and Efficiency, 
national government, 14, 438. 
classification proposed by, 178-179, 
192-193. 

Committee action on budget, 383-388. 
Committee of the whole procedure, ■3"8S- 
392. 

Committee on Appropriations, House of 
Representatives, 375-376. 

Senate, 376. 

Commodities, control of, 543-545. 
defined, 204-205. 

Compilations of a budgetary character, 
log-iii. 

Comptroller and Auditor General of 
England, relation to accounting 
system, 532. 

Comptroller General of the United 
States, 553-556. 

future development of office, 560-564. 
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Comptroller General , of the United 
State s — ■ (C on t inued) 
office created, 27. 
staff agent to Congress, 378-379. 
Concessions, defined, 223. 

Conditional appropriations, 116, 121- 
122. 

Confederacy, veto provision in consti- 
tution, 413. 

Conference committees, 405-406. 
Congress, committees handling the 
budget, 374-377. 

consideration of budget, 384-385. 
failure to vote appropriation bills, 
423. 

procedure in handling appropriation 
bills, 401-402. 

special appropriation bills, 41 2-41 3. 
voting money under budget, 408, 
Congressional Record, 425. 
Congressional sessions, relation to fiscal 
year, $33-334^ 

Continuing appropriations, 116, 118-121. 

arguments for and against* 122-127. 
Contractual services, control of, 542- 
543 . 

defined, 203-204. 

Controller, functions of in 'fiscal sys- 
t'Cm, 529. 

Coolidge, Calvin, 153-154 3<>2-304, 361, 
394-395, 4! 2, 439 . 548. 
Coordinating agencies, in national gov- 

ernment, 454. 

Coordination boards, 545-54^. 
Coordinators, 545-546. 

Cornick, Philip H., 47-4^* 225-228. 
■Corrective budg'Ct, 485-486. 
"'Correspondence Club,'’ 546. 

Cost accounting, aid to budgeting, 170- 
"I.71. 

analytical basis of, 528-529. 

Cost accounts, 527-529. 

Cost data supporting estimates, 270, 272- 

277. ■ 

County governments, audit of, 567 n. 

organization of, 435. 

Covering warrants, 5S3» 

Cox, James M., 381. 

Current appropriations, 1 16 n. 

Current budget, 72. 

Current charges, defined, 205-206* 
Current expenses, defined, 209-210. 
methods of meeting before appropria- 
tions are enacted, 417-422, 
Current financial demands, 159-161. 
Current obligations, defined, 206. 
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Current planning of expenditures, 456- 
457 * 

Cuyahoga County, Ohio, multiplicity of 
taxing units, 49. 

Dallas, improvement program, 174-175. 

Dawes, Charles G., 123-124, 450. 

Dayton, object classification, 192. 

Debt service, estimates for, 314. 

Deficiency appropriations, 486-487. 

Deficiency estimates, 393-396. 

Definite appropriations, 117, 119, 121. 

Delinquent taxes, effect on estimating, 
326. 

Departmental organization, effect on 
budget, 168-169. 

Departmental policy, effect on budget, 
167-169. 

Departments of general fiscal adminis- 
tration, 291-295. 

Detailed budgetary information, 167- 
171. 

Detroit, budget bureau, 298. 
budgetary compilations, 109, 
expenditure estimate form, 233. 
funds, budgeting of, 45. 
improvement program proposed, 174. 
school budget, 276-277. 

Detroit Bureau of Governmental Re- 
search, 109, 174 n. 

Direct valuation, method of, in estimat- 
ing revenues, 319-320. 

Director of the Budget, national gov- 
ernment, 26, 295-296. 

Discount, defined, 223. 

District of Columbia, allotment system, 

477. 

classification of income, 218-219. 
expenditure estimate form, 231-232, 
form of appropriations, 143-144, 
relation of budget to national budget, 

50. 

Division of Bookkeeping and Warrants, 
Treasury Department, accounts 
kept by, S3i. ^ 

DousQmes provisoires, 422 n. 

Duluth, budgetary compilations, 109. 

Durell, A. J. V., 532 n., 557, SS^r S^o. 

Ebersole, J. F,, 320 n. 

Economic aspects of the budget, 7-8. 

Economic conditions, effect on the 
budget, i 55 ’I 59 - 

Edy, John N., 307, 477 , 505 - 

Emergency, defined, 491. 
funds, 490. 
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Employees, classification of, 539-540. 
Enactment of budget bills, 398-416. 

after fiscal period begins, 416-422. 
IfiKknvnient funds, budgeting of, 46. 
defined, 213. 

England, accounting system, S24-525, 
532., 

appropriation ■accounts, 524-525. 
appropriation acts, 136, 422. 
appropriations in aid, 537 n, , 
budget, adoption of revenue proposals, 

398-399- 

de%^elopinent of,, 6. 
form and contents, 51. 
general summary, 61-63. 
speech, 57, 

supplementary estimates, 395. 
system, essentials of, 18-19. 
votes, 398. 

civil contingency fund, 489 n. 
Comptroller and Auditor General, 
556-S5B. 

conception of appropriations, 453-454. 
consolidated fund services, 119 n. 
excess votes, 489 n. 
exchequer account, 524-525. 
independent audit, system of, 556-560. 
permanent appropriations, 124 n. 
Public Accounts Committee, 5S9-*S^‘ 
supply services, 119 n. 
virement, 487. 
vote of credit, 492. 
votes on account, 422. 

Equipment, control of, 543“S45* 
defined, 206-207. 

Estimate, boards of, 287, 

Estimate forms, 230-264. 
proper sizes, 254. 

suggested standard set of expendi- 
ture, 242, 244, 248-257. 

. supplementary expenditure, . 256, 258- 
261, 262-263, 266-267. 
revenue, 261, 264, 269, 271. 

Estimates, construction projects, 276- 
277- 

cost data supporting, 270, 272-277. 
data on income, 278-279. 
data on performance and accomplish- 
ment, 273. 

data on publically owned industries, 
276. 

data on publically owned utilities, 
273, 276.^ 

data supporting, 270, 272-279. 
date of filing, 327. 
deficiency, 393"39fi- 


Estimates — ( C ontinued) 

defined, 162. 

English practice in filing, 328. 
.general methods of revision, 349-352. 
instructions for the prcparati«:ni of, 
264-265, 268, 270. 
limitations on revision of, 340-342. 
methods of reviewing, 342-345. 
padding of, 349-350- 
practice, of reviewing, 345. 
preparation of, 306-326. 
public 'debt requirements, 277-278. 
review and revision of, why neces- 
sary, 339. 

should original be published in 
budget, 361-363. 
supplemental, 352. 
supplementary, 393-398. 
when shO'UkI be filed, 326-329. 
who should be responsible for review- 
ing, 339-340. 

Estimating, persona! qualities required 
for, 305. 

European practice In budgeting public 
undertakings, 43. 

Excess votes, 489 11. 

Executive conferences with administra- 
tive officers, 548-550. 

Executive veto of budget bills, 413-416, 
Expenditure classification, relation of 
different bases, 214-216. 

Expenditure estimate forms, 230-261. 
Expenditure estimates, preparation of, 

306-314* 

supplying comparative data on, 307- 

309- 

Expenditure estimating, procedure of, 

Expenditure requirements in terms .of. 

purchases and payments, .i6"9-.i70. 
Expenditures, adjusting actual to au- 
’thorized, 485-492, 
classification of, 181-216. 
current planning of, 456-457. 
methods of charting, 516-519. 
methods of estimating, 309-311, 
possibilities of reducing the author- 
ized, 495-496. 

preaudit of, 445^446, 532-534- 
Extraordinary budget, 74. 

Federal business associations, 546 
“Federal Casualty Club/^ 547. 
Federalist, on execution of budget, 

431 n. 
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Fees, defined, 223. 

Financial machinery for carrying out 

budget,. 439-451. 

Financial organization in city govern- 
ments, 44.1-444. 

in state governments, 444-448. 
of the national government, 449-451. 
Finaiicia! plan, long time, preparation 
353“355‘ 

.Financial policy,. 151- 155. 

Financial program, long time, 171-176. 
Financial reports, 519-520. 

.Fiscal characteristics of the budget, 4-6. 
Fiscal year, adjustment of budget to, 

332-335- 

chaiig'es in, 331. 

effect on budget calendar, 329-335. 
relation of .accounts to, 527. 
variations in, 329-331. 

.Fitzpatrick, E. A., 5, 118 n., 122 n. 
Fixed charges, as a character group, 
209-21.0, 

defined, 206, 209. 

.Forbes, Russell, 544 n. 

Formulation of the budget, steps in, 
283. 

Foster, William T., 496 n. 

Fox, Charles J,, 324-325, 326 n. 

France, accounting system, 525, 
budget, dousiimes provisoircs, 422 n. 
corrective budgets, 485. 
public monopolies, 43. 

Franchises, defined, 223. 

Fuller, A! van T., I5?;i58. 

Functional appropriations, 132. 
Functional classification, relation to ad- 
ministrative organization, 187-188. 
Functions, classification by, 181-188. 
.Fund, general, 212. 

Funds, budgeting of, 44“47. 
classification of expenditures by, 21 1- 
214. 

classification of 'income by, 229. 

defined, 21 1-2 12. 

effect on the budget, 

endowment, 213. 

expendable, 2 12-21 3. 

not appropriations, 2 II- 2 I 2 , 

revolving, 213. 

sinking, 213. 

special expendable, 212-213. 
suspense, 2 13-214. 
working capital, 213. 

Garvin, E, C., Soi-SOS> 

General Accounting Office, national 
government, 449-450, 552-553* 
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General Accounting Office— (Cow.) 
accounts kept by, 531-532. 
establishment of, 27. 
functions of, 553-556. 
future development of, 560-564. 
organization of, 553. 

General accounts, 522, 527. 

General budget, 40-44, 61-63, 74-76. 
summary, 60-76. 
suggested forms for, 67, 69-76. 
supporting schedules to, 78-90. 
General budgetary information, 150- 
. 166. 

General fiscal administration, depart- 
ments of, 291-295, 

General fiscal policy, determination of, 
302-304. 

General fund, defined, 212. 

Germany, postal service, how budgeted, 
42, 

railways, how budgeted, 42. 

Gladstone, William E., 57, 61, 395. 
Goodnow, Frank J., 14 n., 407. 
Governmental jurisdiction, 151-152. 
Gross appropriations, 489-490. 

Gross budget, 40-44, 76. 

Guillotine, 404. 

Gulick, Luther H., 382 n. 

Hamilton, Alexander, 17, 431 n. 
Harrington, Emerson C., 407, 

Hart, Louis F., 510. 

Hawaii, classification of income, 219- 
220. 

estimates grouped by funds, 92. 
object classification, 195-196. 
revenue estimate form, 264, 269. 
Hennepin County, Minn., budget sum- 
mary, 65, 68. 

supporting schedules to budget sum- 
mary, 77, 79-80, 

Higgs, Henry, 404. 

Hills, John W., 7-8, $24-525, 537 n., 
557, 558, 559. 

Hoboken, budgetary compilation, no. 
Hollerith tabulating machines, 198, 208, 
216, 365, 530. 

Honolulu, allotments, 479-480. 

Hoover, Herbert, 302 n., 451 n., 548 n. 
House Committee on Appropriations, 

375-376. 

on Ways and Means, 376. 

House of Commons, committee of the 
whole procedure, 389. 
estimates before, 383-384. 
voting of budget, 398-399. 

Huus, R. O,, no. 
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Illinois, all moneys . paid into treasury, 
53B. 

allotment system* 469-470. 
book of estimates, 92, 362. 
budget, comprehensiveness of, 38. 
department of finance, 291-293, 446. 
estimates as shown in budget, 0, 97. 
executive, control over appropria- 
tioiis, 455. 

ntiiiierous appropriation bills, 137. 
object classification, '10-197, 
review of estimates, 34'6. 

Imprest cash, ■ 538. 

Improvement budget, 72, 73, .75. 
Improvement programs, long time, 173- 
276. 

Improvements, financing of, 155* 
Income, classification of, 216-229. 
division of for budgeting, 162-165. 
preaudit of, 53^^534- ' 
scheduling of anticipated, 492-494. 
Indefinite appropriations, 117, 119, 121. 
Independent audit, 447-448, 551-568. 
Indeterminate appropriations, xi6, 221. 
Indiana, state control over local budget- 
ing, 32, 415-416. 

Indianapolis, expenditure estimate form, 
233 * 

segregated appropriations, 129- 130. 
Industrial conditions, effect on the 
budget, 155-159* 

Interim appropriations, 421-422, 

Iowa, state control over local budget- 
ing, 32, 416, 

Issues, control of national treasury, 553- 

554. 

Italy, corrective budgets, 485. 

Item veto, 415. 

Itemization of appropriations, 127-135. 

Jamison, J. H., 307, 477 , 47 S n., 505- 
50 ^* 

Jeze, Gaston, 4, 37, Z17 305 , 3B3* 

Joint standing committees, in states, 
: 377 - \ 

Judiciary, estimating for, 313. 

Junketing, 387. 

Kalamazoo, improvement program, 173- 

174. _ ^ ; 

Kentucky, provision against failure to 
vote appropriations, 423. 

King, Clyde L., 102 n., 322, 445, 472, 
Kite, Owen W., 379. 

Knoxville, allotment scheme, 478-479. 


Lazarus, Arthur, 272 n. 

Legal basis of budgetary practice, 25-34. 
Legal characteristics of the budget, 4-6. 
Legislative action on budget, 398-413. 

restrictions on, 406-413. 

Legislative attitude toward budgetary 
development, 19-20. 

Legislative body, bicameral form, 371- 

373. 

organization of in relation to budget, 
371-380. 

staff aid to, 378-380. 
unicameral form, 373-374. 

Legislative committee system, 374-37'8. 
Legislative committees, qualifications of 
members, 386. 

Legislative consideration of the budget, 
3B3“393.^ 

Legislative junketing, 387. 

Legislative procedure 011 the budget, 
400-406. 

Legislative sessions, adjustment to fiscal 
year, 333-335* 

Legislature, estimating for, 323. 
Licenses, defined, 222-223. 

Lindsay, S. M., 537 n. 

Local budget laws, 30-32. 

Local budgeting, state control over, 32, 
415-416. 

Local governments, audit systems of, 
566-568. 

centralization of accounts, 530. 
enactment of budget bills, 400. 
legislative committee procedure, 387- 
3B8. 

practices that prece^ded budgeting, 12. 
review of estimates, 348-349. 

Local legislative bodies, hearings , on 
budget before, 393. 

procedure 'On appropriation bills,. '403. 
Long time financial . plan, preparation 
of, 353 - 355 * 

Long time financial planning as . an aid 
to budgeting, 352-356* 

Long time financial program,' .271-176., 
Lord, Herbert M.," 45 ' 0 , 467^ . '■, 546 - 547 » 
549 * ■ ■ 

Los Angeles, 'budgeting' 'Of special as- 
sessment funds, 48. 

Lowden, Frank O., 92, 126, 292, 336, 
346, 362, 381, 436 “ 437 , 469* 

Lowrie, S. Gale, 120 n. 

Lump sum appropriations, 127-128, 134- 

13s* 

Lutz, H. L., 265 n. 
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McArdle, L. D., 510, 518. 

McCarl, J. R., 564. 
jMcCarthy, Charles, 22. 

McGoIdrick, Joseph, 372. 

}vfcKelvie, vSaniuel R., 470, 

McLain, W. H-, 469. 
iMcLean, Angus W., 473. 

Madden, Martin B., 124 n. 

}^!aiiag-er form of city government, 434. 
^Maryland, budget, comprehensiveness 
of, 38. 

budget document, legal provisions rel- 
ative to form, 52-53, 54. 
functional classification, 183. 
governor amend budget before legis- 
lature, 396, 

governor appear before legislature to 
discuss budget, 390, 
limited veto power of governor, 414. 
Iiinip sum appropriations with item- 
ized schedules, 135, 
passage of budget bill, 400. 
restrictions on special appropriation 
bills, 410, 41 1. 

restrictions on voting money, 407. 
subsidized private agencies, 50. 
Massachusetts, all state moneys paid 
into treasury, 264, 537-538. 
auditor, functions of, 566. 
budget, comprehensiveness of, 38. 
budget speech, 382. 
budget summary, 63. 
commission on administration and fi- 
nance, 293-294.. 

expenditures on basis of previous 
year, 418. 

financial organization, 446, 447. 
i.ndepeodeiit audit, 448. 
institutional improvement program, 
176. 

item veto, 415. 

legislative rules on bills, 404-405. 
legislature, budget assistance, 380. 
method of estimating revenue, 322* 
no subsidy to private agencies, 53^- 
presentation of budget to legislature, 
382. 

restrictions on special appropriation 
bills, 410, 411-412. 
review of estimates, 345-346. 
state reorganization, 437* 
supplementary budgets, 397. 

Materials, control of, S43-S45* 
defined, 204-205. 

Merchant Fleet Corporation, budgeting 
of, 40, 42. 
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Michigan, administrative board, 298, 
Milwaukee County, Mich., expenditure 
estimate forms, 238-239, 243. 
Minneapolis, board of estimate and tax- 
ation, 288. 

budgetary compilations, 109-1 10. 
Minnesota, allotment system, 473. 
department of administration and fi- 
nance, 294. 

University of, 473. 

Mississippi, bill held pending enactment 
of appropriations, 417. 

Movement for budgeting, growth of, 
12-16. 

Multnomah County, Ore., budgetary 
compilations, no. 

tax supervising and conservation com- 
mission, 288. 

National administration, proposals for 
improvement, 438-439. 

National budget “clubs,” 546-547, 
National budget, comprehensiveness of, 
37-38. 

deficiency estimates, 394-396. 
document, legal provisions relative to 
form, 52. 
law, 26-27, 
message, 59. 
summary, 63. 

supplementary estimates to, 393-395. 
National government, allotment system, 
464-469. 

apportionments, 464-469, 
appropriation bills, 137. 
appropriations available beyond fiscal 
year, 525-526. 

centralization of accounts, 531-532- 
classification of income, 2 17-2 19. 
conception of appropriations, 454- 
congressional committee procedure, 

384-385. 

control of treasury receipts and is- 
sues, 553-554*^ 

estimating expenditures, 306-307. 
expenditure classification of, 573-576. - 
financial structure of, 448-451. 
independent audit, 552-556. 
method of estimating revenue, 320. 
object classification of expenditures, 
194. 

practites that preceded budgeting, 10- 
II. 

preaudit, method of, 533. 
proposed improvement programs, 176. 
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National , govemment — (Continued} ■ 
public .enterprises of, 40, 42-44* 
revenue estimates taiider budget sys- 
■ tern, '316-317* 

. . review, of' estimat'cs, 345. 
settlement and adjustment of claims 
. ' against, .554-555'- 
settlement and adjustment of claims 
due,_ S 55 - 5 S 6 . _ 
surplus in budgeting, 70* 
warrants, 553. 

National Institute of Public Admims- 
tration,, 47 , 337 - 

National Municipal League, 29 n., 32, 
368, 424, 437 n* 

Nebraska, allotment system, 470-472. 
restrictions on special appropriation 
bills, 410. 

Net budget, 40-44, 61-63, 7^. 

Nevada, bills held pending passage of 
appropriations, 417. 

New Jersey, budget officers, 297. 
contingencies in local budgets, 490. 
early form of appropriations, 142. 
emergency fund, 490. 
expenditure estimate forms, 242. 
legislative procedure on appropria- 
tion bills, 402-403. 

payment of tax anticipation notes, 
495 * 

segregated appropriations, 129. 
special estimate forms, 260. 

New Mexico, state control over local 
budgeting, 32, 416. 

New Orleans, budget not comprehen- 
sive, 39. 

subsidized private agencies, 51.^ 

New York, auditing system, 566* 
budget, comprehensiveness of, 3^. 
cabinet meetings, 549. 
capital improvement program, 175- 
176. 

estimates grouped by funds, 92* 
expenditure estimate forms, 239, 245- 
247 - , 

general appropriation bill, 136. 
'governor appear before legislature to 
discuss budget, 391. 
legislature, budget staff, 298-299, 379- 
380. 

numerous appropriation bills, 137. 
partial allotment scheme, 474, 476. 
plan of budgetary reform, 21-23. 
restrictions on special appropriation 
bills, 410* 


New York — (Continued) 
restrictions on voting money, 407-408. 
state financial structure, 444-445. 
state reorganization, 436-437, 
supplementary estimates, 397. 
veto power of governor, 414-41 5. 
New York Bureau of jMtinicipal Re- 
search, '13, 14, 21, 39, 128, 201, 221, 
426. 

budget exhibits, 426. 
expenditure and income classifica- 
tions, 177-178, 179-180, 184-186. 
state reorganization, 436. 
surveys, 336, 337. 

New York 'City., appropriation ordi- 
nance, 136. 

board of estimate and apportionment., 
287, 372. 
staff of, 299, 
budget, 13, iS* 

“cost data ” 270, 272, 274-275, 461- 

463. 

director, 298. 
document, 55. 
exhibit, 426-427. 
not comprehensive, 39* 
proposed, 358. 
tentative, 358. 

expenditure classification, 189-192. 
funds, budgeting of, 45. 
restrictions on board of aldermen to 
vote money, 415 n. 
restrictions on votin.g 'money, 406, 
review of estimates, 343. 
special estimate forms for food sup- 
plies, 256, 258-259. 
work program for Borough of Rich- 
mond, 461-463. 

New York Evening Sun, 426. 

New York Times, 176 n., 425 n. • 
North Carolina, allotment system, 473- 
474 - 

budget, comprehensiveness of, 38. 
document, legal provisions relative' 
to, 53-S4‘ 
summary, 63-65. 

lump sum appropriations, 133- 134. 
object classification, 195. 
revenue estimate form, 264, 269. 
special estimate form for farm and 
dairy operations, 260, 262-263. 
special estimate form for farm prod- 
ucts, 260, 266-267. 

North Dakota, public enterprises, 40-41. 



INDEX 609 


Oakey, Francis, 80 n., 116 n., 180, 186, 
221, 224 n. 

Object classification of expenditnres, 
189-209, 

a model, 200-209. 

Ohio, contingencies in local budgets, 
490. 

county budget commissions, 49, 288. 
einergenc}*' board, 489. 
object classification, 192. 
temporary (interim) appropriations, 
420-421. 

'“One Per Cent Club/'^ 546. 

Operating budget, 72, 73, ,75. 

Operation audit, 534. 

Opposition, criticism of budget by, 404. 
Orders, approval of, 544, 

Ordinary budget, 74. 

Oregon, bills held pending passage of 
appropriations, 417-418. 
estimate as shown in budget, 96, 98- 
99 - 

special mill taxes, 120. 

Organization and methods related to 
the budget, 152. 

Organization units, classification of ex- 
pejiflitures by, 188-189. 
classification of income bv, 228-229. 
Orr, Lawrence F., 201 n. 

Panama Canal budgeting of, 40, 42-43. 

bonds issued for, 155. 

Patterson, Robert J., 324 n* 

Payroll control, 541. 

Peel, Robert, 61. 

Pennsylvania, allotment system, 472- 
473 -^ 

executive control o^^er appropriations, 
455 - 

financial structure, 445. 
method • of estimating revenue, 321- 
322. 

numerous appropriation bills, 137. 
subsidized private agencies, 50. 
veto power of governor, 413. 

Pension systems, management of, 541- 

542. 

Penultimate year, rule of the, 317-318. 
Per capita costs, use in estimating, 310- 

311- 

Permanent appropriations, 118-119. 
Permits, defined, 222-223., 

Personal services, control of, 539 ” 54 ^* 
defined, 203-*204. 

Personnel supervision and the budget, 
539 - 542 - 


Petty cash, 538. 

Philadelphia, delinquent property taxes, 

325- 

method of estimating revenue, 322- 

324. 

object classification, 194, 
provision against failure to fix tax 
rate, 423. 

Philadelphia Bureau of Municipal Re- 
search, 194. 

Philippines, provision against failure to 
vote appropriations, 424. 

Pinchot, Gifford, 102 n., 29s, 362, 445, 
^472, 474 - 

Political aspects of the budget, 6-7. 
“Pork barrel' appropriations, ii, 409, 

412-413. 

Porto Rico, provision against failure to 
vote appropriation?, 424. 

Postage, control of, 542. 

Postal Service, budgeting of, 40, 42, 44. 
Postaudit, 533, 551-552. 
in England, 556-560. 
in local governments, 566-568. 
in national government, 552-556. 
in state governments, 564-566. 

Powers tabulating machines, 208, 216, 

365, 530. 

Preaudit, defined, 533. 

expenditures in states, 445-446. 
Preliminary estimates of national gov- 
ernment, 306. 

Premiums, defined, 223. 

Prendergast, William A., 189. 

President, budget message, 59. 
fiscal policy, 302-304. 
supplementary estimates to budget, 

393-395. 

veto, 413. 

Probst, John B., 54in. 

Properties, control of, 543 -S 45 * 
defined, 206-207. 
proceeds from sales of, 222 
use of proceeds from sale of, 163. 
Public budgeting, advantages of, 8-9. 
defined, 3-4. 
development of, 10-24. 
growth of, 12-16. 

legislative attitude toward develop- 
ment of, 19-20. 

practices that preceded, 10-12. 
significance of, 3-9. 

Public enterprises, budgeting of, 40-44, 

74-76, 104-107. ^ 

Public funds, budgeting of, 44 - 47 . 
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Public hearings, by the budget making 
authority, 359“3bx* 
by the legislative body, 392-393 

Publicity on budget as adopted, 424- 
42S. 

Fiillman Car Company, 544. 

Radio and budget publicity, 427-428, 

Raymond, Carl A,, 380. 

Receipts, control of national treasury, 
553 - ^ 

Redemption of debt, aS' a character 
group, 209-210. 

Refunds, defined, 205-2.06. 

Rents, defined, 223, 

Reorganization of state government, 
435-438. 

Requests, should they be published in 
the budget, 361-363. 

Restrictions on legislative action on 
budget, 406-413. 

Revenue appropriations, 117-118, 119- 
121 . 

bills, 146-148. 

estimate form, suggested, 264, 271. 
estimate forms, 261, 264, 269, 271. 
estimates, preparation of, 314-326. 
estimating, practice of, 320-326. 
measures, enactment after fiscal pe- 
riod begins, 416-417. 
policies, 154-155- 

Revenues, defined, 222. 
difficulties of ascertaining, 164. 
methods of estimating, 317-320. 
prompt and full collection of, 535-536. 

Revised estimates of national govern- 
ment, 306. 

Revolving funds, budgeting of, 46-47. 
defined, 213. 

Rhode Island, commissioner of finance, 

; 297. 

expenditures 011 basis of previous 
year, 418-419. 

provision against failure to vote ap- 
propriations, 423-424. 

Richmond “cost data” budget, 270, 272, 
274 - 275 - 

work program, 461-463, 

Riders on national appropriation bills, 
140. 

Rightor, C. E., 1740, 352n. 

Rochester, allotments by board of edu- 
. cation, 481. 

appropriation ordinance, 137. 

budget summary, 65, 66. 

estimate as shown in budget, 96, loi* 


Rochester — {Coniinued) 
expenditure classification of. 577-582. 
lump sum appropriations, 133. 
object classification, 197-200. 
utilities, how budgeted, 42. 

Rochester Bureau of ^Municipal Re- 
search, 199. 

Roop, James C., 45011. 

Roosevelt, Franklin D., 391, 47611. 
Roosevelt, Theodore, 438. 

Royalties, defined, 223. 

Rule of universality, 37. 

Salaries, standardization of, 540-541. 
San Francisco, budget not comprehen- 
sive, 39. 

municipally owned utilities, how 
budgeted, 41. 

San Francisco Bureau of Governmental 
Research, 39. 

Seattle utilities, how budgeted, 42, 43. 
Segregated appropriations, 128-131. 
Segregated budget, 129. 

Seidemann, Henry P., 479, 4800. 
Seligman, E. R. A., 228. 

Senate Committee on Appropriations, 

576- ^ 

Committee on Finance, 376. 

Separate governmental units and agen- 
cies, effect on budgeting, 48-50. 
Separation of powers, 16-19. 

Services, personal and contractual, de- 
fined, 203-204. 

Settlement warrants, 553, 

Shattuck, Henry L., 382. 

Sheldon, A. E., 338. 

Sinking funds, budgeting of, 45-46. 
defined, 213. 

Smith, Alfred E., 425, 549. 

Smoot, Reed, 349 - 359 . 

Social conditions, effect on the budget, 

^155-159^ 

Social insurance and the budget, 153. 
Sources, classification of income' by, 
217-228. 

South Carolina, expenditures on basis 
of previous year, 418. 

South Dakota, public enterprises, budg- 
eting of, 40-41. 

Special appropriation bills, 406, 409- 

413. 

Special assessment, defined, 223-224. 
enclaves, effect on budgeting, 47-48. 
funds, budgeting of, 47-48. 

Special funds, defined, 2 12-2 13. 
elimination of, S38-539. 
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Special mill taxes, ii8, 119-121, 

“Splits” in Berkeley, 477. 

Springfield, budget exhibit, 427. 

St. Louis, improvement program, 173. 
St. Paul, adjustment of salary rates, 

540-541- 

Staffs of budget boards and commit- 
tees, 298-299. 

Standard specifications for purchasing, 
, 543 - 544 - 

Standardization of salaries, 540-541. 
State governments, allotment systems 
in, 469-476. 

audit systems of, 564-566. 
centralization of accounts, 530-531, 
financial structure, 444-448. 
practices that preceded budgeting, 
11-12 

preaudit in, 533, 

State legislatures, procedure in han- 
dling appropriation bills, 402-403. 
public hearings on budget before, 392- 
393- 

States, auditors, 564-565, 
budget amendments, 27-28. 
budget laws, 27-30. 
budget messages, 59-60. 
control over local budgeting, 32, 415- 
416. 

enactment of budget bills, 400. 
laws regulating local budgeting, 31- 
32, 

legislative committee procedure, 385- 
3S7- 

reorganization, 435-43B. 
supervision of local audit, 567-568. 
veto over actions of local authorities, 
415-416. 

Steward, Luther, 45111. 

Stores control, 544. 

Stourm, Rene, 37, 285, 305, 319, 

42211, 43L 525^. 

Strong mayor plan of city government, 
434 - 435 - 

Subsidies and the budget, I53”^54- 
Subsidiary budgets, 104, 

Subsidized agencies, and the budget, 

50-51- 

requirements of, 314- 
Supplementary appropriations, 486. ^ 
Supplementary budget data, collection 
of, 335-338. 

Supplementary budgets, 104, 393, 48611. 
Supplementary estimates, 393-39^- 
Supplies, control of, 543-545- 
defined, 204-205. 
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Supporting schedule forms, suggested, 
81, 83, 85, 87, 89, 9L 93, 95- 
Suspense funds, 2 1 3-2 14. 

budgeting of, 46-47. 

Swiss railways, how budgeted, 42. 

Taft, William Howard, 14, 122-123. 
Tax bills, 146-148. 

Tax calendar, adjustment of, 494-495. 
Taxation and the budget, 154-155. 
Taxes, defined, 222. 

special mill, 118, 119-121. 

Taxpayers^ League of St. Louis Coun- 
ty, Minn., 109. 

Technique of public budgeting, 33-34. 
Telegraph service, control of, 542. 
Telephone service, control of, 542. 
Temporary appropriations, 420-422. 
Tennessee, state reorganization, 437- 
438. 

Tillman, Benjamin, 409. 

Toledo, expenditure estimate forms, 
234-236. 

Transfers between appropriations, 487- 

489- 

Traveling expenses, control of, 543. 
Treasury, concentration of moneys in, 
536-538. 

Treasury Department, national govern- 
. ment, 448-451. 

statement of anticipated income, 493. 
Treasury management, 534-542. 
Treasury warrants, 553. 

Trenton, surplus fund, 508. 

“Two Per Cent Club,” 546. 

“Two Per Cent Personnel Club,” 546. 

Unicameral legislative body, advantages 
of in budgeting, 373. 

United States Bureau of the Census, 
classifications, 177, 180, 181-182, 
216-217. 

United States Daily, 4510. 

Universality, rule of, 37. 

Utilities, publically owned, how budg- 
eted, 40-44- 

Vermont, department of finance, 446, 
447- 

emergency board, 489. 

Virement, 487. 

Virginia, budget document, legal pro- 
visions relative to form, 53. 
financial organization, 446, 447. 
functional appropriations, 132. 
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Virginia — (Conimued) 
fiinctkiiis of auditor, 566* 
iiickpendent audit, 44B, 

\\‘to of budget bills, 413-41C 
Vote of credit, 395. 

Votes, English budget, 3<^. 

Votes on account, 328, 422, 

W^aiver of apportionments, 46S-469. 
Warwick, Walter W., 14.11, 

Washington, budget, comprehensiveness 
of, 38. 

emergencies, 491. 

record. of state owned property, 545* 
Wayne County, Mich., improvement 
program, 175. 

West Virginia, board of public works, 
286-287. 

restrictions on special appropriation 
bills, 410. 

restrictions on voting money, 407-408. 
Whitman, Charles S., 134. 

Willoughby, W. F., 1411, 23 -24, 50, 94, 
104, 124, 316, 376-377» 396, 439n, 
45 in, 53711, 5 fj 2 ' 5 d 4 . 


Wisconsin, Ixwrd of public affairs, 2S7. 
continuing apprupriaiions, 118-119. 

126. 

method of supplying expenditure data 
on estimates, 308. 
plan of budgetary reform, 22-23. 

** Woodpecker Club,” 547. 

Work program, 457-463- 
advantages of, 458. 
applied to lump sum appropriations, 
i34- 

deli.ned, 457 - 458 . 
how co.nstrucled, 460. 
origin of, 461; 

Working balance between i.iicoiiie and 
outgo, 494-497- 

Working capital funds, bucigeting of, 
46-47, 

defined, 213. 

Wright, Omar H., 381, 469- 

young, Benjamin Loring, 382, 

Young, C. C., n-i2, KHn. 176, 184!!, 549. 
Young, E, Hilton. 30819 395- 




